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b
T | To Our Stockholders:
l,j It's my pleasure to invite you to atténd the 2007 Annual Meeting of
2006 Annual Stockholders of The Hershey Company to be held at 10:00 a.m. Eastern

_ Daylight Time on April 17, 2007. Please note the earlier start time of
Report to our meeting.
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StOCk_hOldQI‘S The meeting will be held at GIANT Center, 950 West Hersheypark .
ll : Drive, Hershey, Pennsylvania. A map providing directions to GIANT ‘
I Center is on the back cover. The doors to GIANT Center will open at
' 8:00 a.m. Please note there will be two entrances to the meeting. The
! primary entrance will be at the rear of GIANT Center and accessed by
g trams. For those using wheelchairs or requiring special assistance, the
front entrance of GIANT Center will be available for use. Persons not
requiring such assistance also may use the front entrance but will have
to walk down stadium steps to access the meeting floor.

Business scheduled to be considered at the meeting includes (1) the
election of ten directors, (2) ratification of the appointment of KPMG
LLP as the Company’s independent auditors for 2007 and (3) approval
of The Hershey Company Equity and Incentive Compensation Plan.
Management will review the Company’s 2006 performance and will be
available to respond to questions during the'meeting.

As in prior years, security measures will be in place at the Annual
Meeting for the safety of attendees. Metal detectors, similar to those
used in airports, will be located at the entrances to the meeting room.
We highly recommend you do not carry items such as handbags and
packages to the meeting as all such items will be inspected. Photo
P ROCE SSED !\\1dent1ﬁcat10n will be required to gain admittance. Weapons and sharp
g ﬂbjects {(such as pocketknives and scissors), cell phones, pagers,

- “meras and recording devices will not be permitted inside the meeting
.0,

If you plan to attend the meeting, please bring the admission ticket
located on the top half of your proxy card to gain admission or to vote
your shares at the meeting. If your shares are currently held in street
name, meaning that your shares are held in the name of your broker,
bank or other nominee and you wish to attend the meeting, you should
bring a letter from your broker, bank or nominee, or your most recent
account statement, indicating that you were the beneficial owner of
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Hershey stock as of |the record date, February 20, 2007. If you are a street name holder and
believe you mlght want to vote your shares at the meeting, you will also need to bring a legal
proxy from your broker bank or other nominee.

Please note that we w:,ll not distribute voting ballots during the meeting. If you plan to vote at the
meeting, pick up a ballOt at the registration table upon your arrival. You may then either deposit
your ballot in anyI of the’ designated voting boxes located inside the meetmg room before the
meeting begins, or submlt your ballot to a meeting usher at the time demgnated during the
meeting.

We also invite you to wsu, HERSHEY’S CHOCOLATE WORLD visitors center from 7:00 a.m. to
5:00 p.m. on the day of the Annual Meeting. Once again, we're offering stockholders a special 256%
discount on selected 1tems You will need to show one of the following itéms at HERSHEY'S
CHOCOLATE WORLD to receive the special discount: (1) your admission ticket, (2) the letter
from your broker, bank or nominee, or {3) your account statement.

To assure proper representatmu of your shares at the meeting, please submit your voting

instructions to the C‘|ompany by Internet, phone or mail. Please refer to the proxy statement and

the enclosed proxy card for more information on how to vote your shares' :

|
I look forward to seeing you at the meeting.

b

Regards,

o Richard H. Lenny
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The Hershey Company

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

DATE AND TIME April 17, 2007 at 10:00 a.m. Eastern Daylight Time

PLACE _ GIANT Center - -
950 West Hersheypark Drive ",
Hershey, PA 17033 .

ITEMS OF BUSINESS (1) Elect ten directors.

(2). Ratify the appointment of KPMG LLP as the Company’s
independent auditors for 2007,

{3) Approve The Hershey Company Equlty and Incentive
Compensation Plan.

(4) Discuss and take action on any other business that is properly
: brought before the méeting.

WHO CAN VOTE? You are entitled to-vote at the meeting and at any adjoumment or
postponement of the meetmg if you were a stockholder at the close of
business on February 20, 2007, the record date for the annual
meeting.

By order of the Board of Directors,

Burton H. Snyder
Senior Vice President,
General Counsel and Secretary

March 16, 2007
Your vote is important. Please mark, date, sign and return the enclosed proxy/voting

instruction card or, if you prefer, vote by using the Internet or by telephone Voting
instructions appear on the proxy/voting instruction card.
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The Hershey Company
100 Crystal A Drive

Hershey, Pennsylvania 17033

March 16, 2007 : i

PROXY STATEMENT .
For the Annual Meeting of Stockholders

_To Be Held on April 17, 2007 -

The Board of Directors of The Hershey Company, a Delaware corporatlon is furmshmg this Proxy
statement to you in connection with the solicitation of proxies for our 2007 annual meeting of
stockholders. The meeting will be held on April 17, 2007, at 10:00 a.m. Eastern Daylight Time, at
GIANT Center, 950 West Hersheypark Drive, Hershey, Pennsylvania 17033. Valid proxies
received in connection with the annual meeting may be voted at the annual meeting and at any
adjournments or postponemepts of that meeting.

We intend to begin mailing thls proxy statement and ‘the’ proxy card to stockholders on or
about March 16 2007.
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INF‘ORMATION ABOUT THE ANNUAL MEETING AND VOTING

} Annual Meeting Information

Why did I recéive these materials?

I
We hold a meetmg of stockholders annually This year’s meeting will be held on April 17, 2007.
There will be several items of business that must be voted on by our stockholders at the meeting,
and our Board of Directors is seeking your proxy to vote on these items. This proxy statement
contains 1mportant information about The Hershey Company and the matters that will be voted
on at the meetlng Please read these materials carefully so that you have the information you
need to make informed decisions. Throughout this proxy statement, we will refer to ourselves as
“The Hershey Company,” “Hershey,” “we,” “our” or the “Company.”

What is a proxy?

A proxy is your légal designation of another person to vote the stock that you own. The person you
designate to vote your shares is also called a proxy. When you submit a proxy, the people named
on the proxy card are required to vote your shares at the annual meeting in the manner you have
instructed. Please turn to page 3 for more information about voting your shares.

What is the retfliord date and why is it important?

The record date i 1s the date used by our Board of Directors to determine which stockholders of the
Company are entltled to receive notice of, and vote on the items presented at, the annual meeting.
Our Board estabhshed February 20, 2007 as the record date for the 2007 annual meeting.

What is the difference between a registered stockholder and a stockholder who
holds stock in Ftreet name?

If you hold shares of Hershey stock directly in your name, you are a registered stockholder. If you
own your Hershey shares 1nd1rect1y through a broker, bank or other holder of record, those shares
are held in street name.

How do I gain '&ildmission to the annual meeting?

If you owned Hershey stock on the record date, you may attend the annual meeting. If you are a
registered stockholder you must bring with you the admission ticket printed on the top half of
your proxy card to gam admission to the meeting. if you hold your stock in street name, you should
bring a letter from your broker, bank or other holder of record, or your most recent account
statement, lndlcatmg that you were the beneficial owner of Hershey stock as of the record date for
the meeting.

What will occur at the annual meeting?

Following opening remarks, stockholders will be offered an opportunity to submit completed
voting ballots on the proposals to be presented at this year’s meeting. Following the vote, we will
provide an update on our business followed by an opportunity for stockholders to ask questions.
Finally, we will pfovigle a preliminary report on the votes cast for each of the proposals presented
at the meeting.

!
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What proposals will I be voting on and how does the Board of Directors recommend
I vote? - :

Board
Proposal Recommendation
No.1 Election of ten directors, each to serve until the next annual meeting of FOR
stockholders and until his or her successor has been properly elected
and qualified
No. 2 Ratification of the Audit Committee’s selection of KPMG LLP as our FOR
independent auditors for the fiscal year ending December 31, 2007
No. 3 Approval of the Equity and Incentive Compensation Plan FOR

What other matters might arise at the meeting?

We are not aware of any other matters that will be brought before the stockholders at the annual
meeting. Except under very limited circumstances, stockholder proposals and nominations for
director had to be submitted to us in advance and meet certain requirements in order to be
eligible for consideration at the meeting. We described those requirements in our 2006 proxy
statement. If any other item of business is properly presented for a vote at the annual meeting,
the proxies will vote validly executed proxies returned to us in accordance with their best
judgment, Procedures for submitting stockholder proposals and nominations for director for the
2008 annual meeting are described on page 75.

Voting Information
Does ngshey have more than one class of stock outstanding?

We have two classes of stock outstanding, Common Stock and Class B Commeon Stock. As of the
record date for the annual meeting, there were 169,968,894 shares of Comman Stock outstanding
and 60,816,078 shares of Class B Common Stock outstanding, All of the outstanding shares of
Common Stock and Class B Common Stock are entitled to be voted at the meeting.

What are the voting rights of each class of stock?

You may cast one vote for each share of Common Stock that you held as of the close of business on
the record date. You may cast ten votes for each share of Class B Common Stock that you held as
of the close of business on the record date.

What is a quorum and why is it important?

A quorum is the minimum number of votes required to be present at the annual meeting to
conduct business. Votes will be deemed to be “present” at the meeting if a stockholder of record:

¢ attends the meeting in person, or
¢ votes in advance by Internet, telephone or proxy card.

Abstentions and “broker non-votes” are counted as being present and entitled to vote in
determining whether a quorum is present.

In most instances, holders of the Common Stock and Class B Common Stock vote together.
However, there are some matters that must be voted on only by the holders of one class of stock.
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We will have a qﬁorum at the annual meeting if the following number of votes is present, in
person or by proxy:

e For any mmalter requiring the vote of the Common Stock voting separately: a majority of
the votes of the Common Stock outstanding on the record date.

* For any matter requiring the vote of the Class B Common Stock voting separately: a
majority of the votes of the Class B Common Stock outstanding on the record date.

¢ For any matter requiring the vote of the Common Stock and Class B Common Stock voting
together without regard to class: a majority of the votes of the Common Stock and Class B
Common Stock outstanding on the record date.

What vote is required to apprdve each proposal?

Proposal No. 1: Electwn of Directors. Ten directors are to be elected at our annual meetmg As
required by our certlﬁcate of incorporation and by-laws:

¢ One- su{th of our directors {which equates presently to two directors) will be elected by the
holders of our Common Stock voting separately as a class.

s The remammg eight directors will be elected by the holders of our Common Stock and
Class B Common Stock voting together without regard to class.

You can cast your vote “POR” any or all of the director nominees named on the proxy card or
“WITHHOLD” your vote on any or all of the nominees. Please refer to the proxy card for voting
instructions.

Directors will be elected by pluralii‘y. That means the nominees who receive the greatest number
of properly cast “FOR” votes will be elected.
i

Bonnie G. Hill and Alfred F. Kelly, Jr. have been nominated by the Board for election by the
holders of our Common Stock veting separately at the 2007 annual meeting. The other director
nominees have been nominated for election by the holders of our Common Stock and Class B
Common Stock voting together. Please go to page 22 for more information about Proposal No. 1.

Proposal Nos. 2 and 3. Holders of record of our Common Stock and Class B Common Stock
present (in person or by proxy) at the annual meeting will approve each of Propesals 2 and 3 if
they cast more votes in favor of the proposal than against the propesal. We have provided
additional mformatmn about these proposals in this proxy statement.

' [ . ' -
How can I vote my shares before the meeting?

You may vote yoilr shares prior to the 'meetihg by following the instructions provided on the proxy/
voting instruction card enclosed with your proxy materials. )

» Ifyou are a registered stockholder, there are three ways to vote your shares before the
meeting:

By Internet (www.proxyvote.com): Use the Internet to transmit your voting !
instructions until 11:59 p.m. EDT on April 16, 2007. Have your proxy card with you
when you access the website and follow the instructions to obtain your records and to
create an electronic voting instruction form.

i 4



By telephone (1-800-690-6903): Use any touch-tone telephone to submit your vote
until 11:59 p.m. EDT on April 16, 2007. Have your proxy card in hand when you call
' and then follow the instructions you receive from the telephone voting site.

By mail: Mark, sign and date the proxy card enclosed with these materials and
*return it in the postage-paid envelope we have provided. To be valid, proxy cards

must be received before the start of the annual meeting. Proxy cards should be -

returned to The Hershey Company, c/o ADP, 51 Mercedes Way, Edgewood,

NY 11717,

. . .

. If your shares are held in street name, your broker, bank or other holder of record will
provide you with a voting instruction card 80 you can instruct your broker, bank or other
holder of record how to vote your shares. As an alternative to submitting your voting

. instructions by mail, you may be able to submit your voting instructions over the Internet
or by telephone Please refer to the voting instruction card for more information about

how to vote your street-name shares,
Can I vote at the meeting?

; 1 ' . N . s
If you are a registered stockholder, you can vote at the meeting any shares that were registeréd in
your name as the stockholder of record as of the record date.

If your shares are held in street name, you are not a holder of record of those shares and cannot
vote them at the annual meeting unless you have a legal proxy from the holder of record. If you
plan to attend and vote your street-name shares at theé annual meeting, you should request a legal
proxy from your broker, baqk or holder of record and bring it with you to the meeting,
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If you plan to vote at the meeting, please pick up a ballot at the registration table upon your
arrival. You may then either deposit your ballot in any of the designated voting boxes located
inside the meeting room before the meeting begins, or submit your ballot to a meeting usher at the
timedesignated during the meeting."Ballots will not be distributed during the meetmg Shares
may not be voted after the polls close.

Whether or not you plan to attend the meetmg, we strongly encourage you to vote by proxy
prior to the meeting. - .

Can'I revoke my proxy or change my votlng instructions once submltted"
el 5 ! _

If you are a regzstered stockholder, you can revoke your proxy and change your vote at any time
prior to the annual meeting by:

¢ notifying our Corporate Secretary in writing at 100 Crystal A Drive, Hershey, PA 17033

(the notification must be received by the close of business on April 16, 2007); _
+ ivoting again by Internet or telephone prior to 11:59 p.m. EDT on April 16 2007 (only the
.. « . latest vote you submit will be counted); or
* submitting a new properly signed and dated proxy card with a later date (your proxy card
' must be recelved by the close of busmess on Aprl] 16, 2007).

i

If your shares are held in street name, you should contact your broker bank or other holder of
record about revoking your proxy and changing your vote prior to the meeting.

If you areeligible to vote at the annual meeting, you also can revoke your proxy and change your
vote at the annual meeting by submitting a written ballot before the polls close.
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What will happen if I provide my proxy but do not vote on a proposal?

You should provide voting instructions for all proposals appearing on the proxy/voting instruction
card. The persons named as proxies on the enclosed proxy card will vote your shares according to
your instructions. However, if you fail to provide instructions on how you want your shares to be
voted, properly signed and dated proxies will be voted:

“FOR” the election of all director nominees;
“FOR?” the ratification of the appointment of KPMG LLP as our independent auditors for
2007; and

. “FOR the approval of the Equjty and Incentive Compensation Plan.

If any other 1tem 1s properly presented for a vote at the meeting, the shares represented by your
properly signed and dated proxy will be voted by the proxies using their own best judgment.

What will happ_en if I do not provide my proxy?
|

If you are a regis%ered stockholder, your shares will not be voted.

If your shares are'held in street name, your broker, bank or other holder of record might be
authorized to vote your shares on certain “routine” matters. The New York Stock Exchange
considers the election of directors and the ratification of independent auditors to be routine
matters. On these; matters, your broker or nominee can:

* vote your street-name shares on these items even though you have not provided voting
instructions, or
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* choose not to vote your shares on these matters.

The remaining prbposal in this year's proxy statement is not routine and cannot be voted without
your instructions.'When a broker or nominee is unable to vote shares for this reasen, it is called a
“broker non-vote.”

Are abstention$ and broker non-votes counted in the vote totals?

When a stockholder abstains from voting on any proposal (other than the election of directors), the
abstention is counted as a vote “AGAINST” the proposal. Broker non-votes are not included in
vote totals and w111 not affect the outcome of the vote.

How do I vote if  am a participant in one of the Company’s 401(k) Plans?

i .
If you are a participant in either The Hershey Company 401(k) Plan (formerly known as The
Hershey Company Employee Savings Stock Investment and Ownership Plan) or The Hershey
Company Puerto Rico 401(k) Plan (formerly known as the Hershey Foods Corporation Puerto Rico
Employee Savings Stock Investment and Ownership Plan), and you meet the vesting
requirements of the plan, you may have certain voting rights regarding shares of our Common
Stock credited to your account in the plan. You do not own these shares. They are owned by the
trustee.

|
The plan provides'you with voting rights based on the number of shares of Hershey Common
Stock that were constructively invested in your plan account as of the close of business on the
record date. We originally contributed these shares to the plan on your behalf as matching or
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supplemental retirement contributions. You may vote these shares in much the same way as
registered stockholders vote their shares, but you have an earlier deadline. Your vote must be
received by the trustee by 11:569 p.m. EDT on April 12, 2007. You may vote these shares using the
Internet or telephone voting procedures described on the enclosed proxy/voting instruction card, or
vote by mail by signing, dating and returning the proxy/voting instruction card.

By submitting voting instructions, you will direct the plan trustee:

* how to vote the shares of Common Stock allocated to your account in the plan; and

* how to vote a portion of the shares of Common Stock allocated to the accounts of other
participants in the plan who have not submitted voting instructions by the deadline.

The plan trustee will submit one proxy to vote all shares of Common Stock in the plan. The
trustee will vote the shares of participants submitting voting instructions in accordance with their
instructions and will vote the remaining shares of Common Stock in the plan in the same
proportion as the final votes of all participants who actually voted. Please note that if you do not
submit voting instructions for the shares of Common Stock in your account by the voting deadline,
those shares will be included with the other undirected shares and voted by the trustee as
described above. Because the trustee submits one proxy to vote all shares of Common Stock in the
plan, you may not vote plan shares in person at the annual meeting.

How do I vote my shares in the Company’s Automatic Dividend Reinvestment
Service Plan?

Mellon Investor Services LLC, our transfer agent, has arranged for any shares that you hold in
the Automatic Dividend Reinvestment Service Plan to be included in the total registered shares of
Common Stock shown on the proxy card we have provided you with these materials. By voting the
shares represented on the enclosed proxy card, you will also be voting your shares in the
Automatic Dividend Reinvestment Service Plan.
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. Additional Information about the Annual Meeting
Who will pay the cost of soliciting vofes for the annual meeting?

We will pay the cost of preparing, assembling and distributing proxy soclicitation and other
required annual meeting materials. We do not use a third-party solicitor. It is possible that our
directors, officers and employees might solicit proxies by mail, telephone, {elefax, electronically
over the Internet or by personal contact, without receiving additional compensation. We will
reimburse brokers, banks and other nominees, fiduciaries and custodians who nominally hold
shares of our stock as of the record date for the reasonable costs they incur forwarding prexy
solicitation and other required annual meeting materlals to street-name holders who beneficially
own those shares on the record date.

How are proxy solicitation and other required annual meeting materials
distributed?

We generally distribute these materials by mail. However, we also are permitted to distribute
these materials electronically over the Internet to stockholders who consént to receive the
materials in'this manner.

When you receive these materials over the Internet, you help us save money because our printing
and postage expenses are reduced. Instead of receiving a bulky mailing, you will receive an email
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message notifying you that the materials are available for viewing online. In addition, when you
are ready to vote, iyou may submit your voting in’structions online.
To enroll for electromc delivery and.proxy voting, please go to our website, www. hersheys com,
and select the “Investor Relations” tab located .on the left-hand column of our homepage. When the
Investor Relations homepage appears, select the “Online Proxy/Voting” tab located along the lefi-
hand column of the page and follow the instructions. If you do not enroll for electronic delivery,
you will continue to receive these materials in the mail.

| . - '\ .
What is householding? S =
The Securities and Exchange Commission, or SEC, has adopted rules that allow us to send a
single copy of ouriproxy solicitation and other required annual meeting materials to two or more :
stockholders sharing the same address. We may do this only if the stockholders at that address
share the same last name or if we'reasonably believe that the stockholders are members of the
same family. The rules require us to send each stockholder at the shared address a separate proxy
card or voting instruction card. ‘ '

We believe this rule is beneficial to both our stockholders and to us. Our printing and postage
costs are lowered ‘anytlme we eliminate duplicate mailings to the same household. However, any
stockholder at a shared address may continue to receive a separate copy of these materials. Please
contact our Investor Relations department at (800) 539-0261 for a copy of the materials for the .
2007 annual meeting. Upon receipt of your notice, a copy of the materials will be sent to you
promptly. If you consented to the householding program and wish to revoke your consent for
future years, simply call, toll free, (800) 542-1061, or write to ADP, Householding Department 51
Mercedes Way, Edgewood New York 11717.

’ '
What does it mean if I recelved more than one proxy card?

i R . ' '
You probably have multiple accounts with us and/or brokers, banks or other nominees. You should
vote all of the shares represented by these proxy cards. Certain brdkers, banks and nominees have
procedures in place to discontinue duplicate mailings upon a stockholder’s request. You should
contact your broker, bank or nominee for more information. Additionally, our transfer agent,
Mellon Investor Serv1ces LLC, can assist you if you want to consolidate multiple registered
accounts ex1stmglm your name. To contact our transfer agent, write to Mellon Investor Semces
LLC, 480 Washlngton Blvd.; Jnrsey City, NJ 07310, or call: :

-~

* (800) 851‘-4216 Domestic Holders -
* (201) 680-6578 Foreign Holders ' |
. (800)'231;-5469 Domestic TDD line for hearing 1mpa1red o R

* (201)680-6610 Foreign TDD line for hearing impaired

l
Will you publislh the results of voting? .~ g .

| T r .
Preliminary results of voting will be announced at the annual meeting. The final voting results
will be published in the Company’s quarterly report on Form 10-Q for the second quarter of 2007
We will file that report with the SEC by August 8, 2007. The final results also will be posted in
the Investor Relations section of the Company’s website, www.hersheys.com, as soon as they are
certified by the Inspector of Elections for the annual meeting. This typically occurs within two
weeks after the meetlng date. To find the voting results on our website, simply select the “Investor
Relations” tab ]ocated on the left-hand column of our homepage. When the Investor, Relations- ,
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homepage appears, select the “Voting. Results” tab located along the left-hand column of the page.
Questions!also may be directed to our Investor Relatlons department at (800) 539- 0261

t . 13 TR TERY

GOVERNANCE OF THE COMPANY E

P . '

What is corporate governance?
Corporate governance is the process by which companies govern themselves.

At The Hershey Company, day-to-day business activities are cafried out by our employees under
the direction and supervision of our Chief Executive Officer, or CEO. The Board of Directors

~ oversees these activities. In doing so, each director is required to use his or her busmess judgment
in the best interests of the Company. The Board’s responsibilities include:

* Review of the Company's performance, strategies and major decisions; © © -

*»  Oversight of the Company s compliance with legal and regu]atory requlrements and the
integrity of its ﬁnanc1al statements ,

. Overmght of management 1nclud1ng review of the CEO’s performance and s successwn
planning for key management roles; and

¢ Qversight of compensation for the CEQ, key executives and the Board, as well as-
oversight of compensation policies and programs for all employees.

What prmclples zhas the Board estabhshed with respect to corporate governance"

. H ot . ™

The general pr1nc1p1es governing the functlons of our Board and its commlttees are contalned in
the followmg documents: . - : T '

O .
=
o
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|
sie Corporate Governance Guzdelmes Our Corporate Governance Guidelines provide the
basic framework for the Board’s role in'the govérnance of the Company. The guidelines
include the Board’s policies regarding director independence, qualification, . !
responsibilities; access'to management and outside advisors, compensation, continuing
education, oversight of management succession and stockholding requirements. They also
provide a process for directors to annually evaluate the performance of the Board. The
Corporate Governance Guidelines, were last amended and restated by the Board on
© & aFebruary 13, 2007. We have included a copy of the Corporate Governance Gu1de11nes as - 1
Appendix A to'this proxy statement. T -
‘Board Committee Charters: The Board has adopted a charter for each standmg
committee of the Board — the Audit.Committee, the.Compensation and Executive
*.. Organization Committee, the Governance Committee and the Executive Committee. The.
charters comply with the requireménts’of the Sarbanes-Oxley Act of 2002, rules of the
SEC and listing standards of the New York Stock Exchange. We believe the charters
reflect current best practices in corporate.governance.
e - Code of Ethical Business Conduct: The Board has adopted a Codé of Ethlcal Busmess
Vo ‘Conduct. Adherence-to this Code assures that our directors, officers and employees are
. held to the highest standards of intégrity. The-Code covers areas such as conflicts of - *

interest, insider trading and compliance with laws and regulations. The Audit Committee
oversees the Company s commnmcatlon of, and comphance w1th the Code

You can view the Corporate GovernancetGuldehnes committee charters and Code of Ethxcal

Business Conduct in the Investor Relations section of our website, www.hersheys.com. Once you

are in the Investor:Relations section, look for the heading “Corporate Governance” in the right- i
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hand column of the page and select the appropriate subheadmg We will post amendments to any
of these documents on our website as soon as possible after the effective date of the amendment. If
any amendment or waiver of the Code of Ethical Business Conduct applies to directors or
executive ofﬁcers,!,our posting will appear within four business days of the amendment or waiver.

L
We also will provide written copies of any of these documents free of charge to our stockholders.
Requests for copie’s should be addressed to:

The Hershey ‘Company

Attention: Investor Relations Department
100 Crystal A Drive

P. O. Box:810

Hershey, PA 17033-0810

I
What is the composntlon of the Board and how often are members elected?

There currently ari'e ten members of the Board. Each member’s term will expire at the annual
meeting. As discussed in greater detail beginning on page 22, the Board is recommending that you
re-elect each of these ten members for an additional one-year term at the annual meeting.

Which dlrectors are mdependent and how does the Board make that
determination?
:

In February of each year, the Board determines which of our directors are independent. For a
director to be considered independent under the listing standards of the New York Stock
Exchange, the Board must affirmatively determine that the director has no direct or indirect
material relationship with The Hershey Company. The Board has adopted categorical standards
for independence that the Board uses when determining which directors are independent. Rather
than have one set of standards for Board members as a whole and additional standards for Audit
Committee members, as permitted by the New York Stock Exchange, the Board bases its
determination of 1ndependence for all directors on the more stringent standards applicable to
Audit Committee members. These standards are contained in our Corporate Governance
Guidelines. You caim review these standards by turning to page A-2 of Appendix A.

N | . .
Applying the categorical standards for independence, the listing standards of the New York Stock
Exchange and rules of the SEC, the Board determined that the following directors recommended
for election at the annual meeting are independent: Jon A. Boscia, Robert H. Campbell,
Robert F. Cavanaugh, Gary P. Coughlan, Harriet Edelman, Bonnie G. Hill, Alfred F. Kelly, Jr.,
Mackey J. McDonald and Marie J. Toulantis. The Board determined that Richard H. Lenny,
Chairman of the Board, President and Chief Executive Officer of The Hershey Company, is not
independent becalilse he is an executive oﬁicer of the Company.
The Board detenmned that Mmes. Edelman and Toulantis and Messrs. Boscia, Campbell and
McDonald have na relationship to the Company other than their relationship as director and
stockholder. Ms. Hill and Messrs. Cavanaugh, Coughlan and Kelly have certain relationships with
the Company, in addition to being directors and stockholders, that the Board considered but
determined ultimately not to be material.

Ms. Hill. Ms. Hill was a director of Albertsons, Inc., until June 2, 2006, when a portion of the
assets of Albertsons was sold and the surviving business of Albertsons merged with

Supervalu Inc. Prior to June 2, 2006, Albertsons was a customer of the Company. All sales to
Albertsons in 2006 were made in the ordinary course of business. Ms. Hill is also a director of The
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Home Depot, a customer of the Company. All sales to The Home Depot in 2006 were made in the
ordinary course of business.

Mr. Cavanaugh. Mr. Cavanaugh is an independent member of the board of directors of Hershey
Trust Company and the board of managers (governing body) of Milton Hershey School. He was -
initially recommended for nomination to our Board by the Milton Hershey School Trust in 2003.
Mr. Cavanaugh does not receive any compensation from The Hershey Company, from Hershey
Trust Company or from Milton Hershey School other than compensation he receives in the
ordinary course as a board member of each of those entities. We do not expect these compensation
arrangements to change materially in 2007. Hershey Trust Company and the Milton Hershey
School Trust are stockholders of the Company whose holdings are described in greater detail
beginning on page 29 of this proxy statement. Under SEC rules, Hershey Trust Company, the
Milton Hershey School Trust and companies controlled by the Milton Hershey School Trust are
considered affiliates of the Company. During 2006, we had a number of transactions with the
Milton Hershey School Trust and companies owned by the Milton Hershey School Trust involving
the purchase and sale of goods and services in the ordinary course.of business. We also purchased
shares of our Common Stock from the Milton Hershey School Trust during 2006. Mr. Cavanaugh
did not participate in Board decisions in connection with these transactions. We have outlined
these transactions in greater detail in the section entitled “Certain Transactions and
Relationships,” beginning on page 72 of this proxy statement.

Mr. Coughlan. The Company employs Mr. Coughlan’s adult daughter as a retail sales '
representative in our Sales Department. She is employed and compensated in a manner
consistent with our policies that apply to all employees. She has not been a resident of
Mr. Coughlan’s household at any time within the past three years.

Mr. Kelly. Mr. Kelly is an executive officer of American Express Company. American Express and
its subsidiaries provide credit card and travel-related services to the Company and its employees.
These services were provided in the ordinary course of business. We do not expect that the types
of services provided or the amount of payments made to American Express will change materially
in 2007. -

Do our independent directors meet separately in regularly scheduled executive
sessions, and, if so, who presides at those meetings?

Our independent directors meet regularly in executive session at the conclusion of every Board
meeting, and at other times as the independent directors deem necessary. Each executive session
is chaired by an independent director assigned on a rotating basis. This process allows each
independent director an opportunity to serve as the lead director. Members of the Audit
Committee, Governance Committee and Compensation and Executive Organization Committee
also meet regularly in executive session at the conclusion of committee meetings. Additional
information about executive sessions is contained in our Corporate Governance Guidelines. To
learn more, please turn to page A-4 of Appendix A.
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Can I communicate with directors?

You may communicate with our directors in several ways. Communications regarding accounting,

internal accountmg controls or audltmg matters may be addressed to the Audit Committee at the
following address - _

Audit Co‘mmittee

c/o Corporate Secretary
The Hershey Company
100 Crystal A Drive

P. 0. Box 810

Hershey, PA 17033

You also may eme’til the Audit Committee at auditcommittee@hersheys.com. Finally, you may
submit your comments, confidentially and anonymously, if you desire, to the Audit Committee by
calling the Hershey Concern Line at 1-800-362-8321 or by accessing the Hershey Concern Line -
website at www, HersheysConcern com.

You may contact the independent directors at the following address:

Independent Directors
c/o Corporate Secretary
The Hershey Company
100 Crystal A Drive
P. O. Box'810
Hershey, PA 17033

1

You also may ema'il the independent directors at independentdirectors@hersheys.com or contact
the independent dlrectors using the Hershey Concern Line telephone number or webmte noted
above. :

Under the procedlires approved by our Board, the Audit Committee will address communications
in accordance with its Procedures for Submission and Handling of Complaints Regarding
Compliance Matters, which are available for viewing in the Investor Relations section of our
website at www.hersheys.com. Communications to the Audit Committee and/or our independent
directors are processed by the Office of General Counsel. The Office of General Counsel reviews
and summarizes these communications and provides reports to the Audit Committee on a periodic
basis. Communications regarding any accounting, internal control or auditing matter are reported
immediately to the Audit Committee, as are allegations about our officers. Solicitations, junk mail
and obviously frivdlous or inappropriate communications are not forwarded to the Audit
Committee, but coples are retained and made available to any director who wishes to review.
them, : .

|
How often did t%1e Board meet in 20067

The Board held six regular meetings in 2006. Each director attended at least 87%of all of the
meetings of the Bo's{rd and committees of the Board on which he or she served (during the period
he or she served) in 2006, Average attendance for all of these meetings equaled 96%.

What is the Con{pany’s policy regarding Board members’ attendance at the annual
meeting? .

Directors are expe(;ted to attend our annual meetings of stockholders. All ten directors standing
for election at our 2006 annual meeting, held on April 18, 2006, were in attendance at that
meeting.

+

t
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‘What are the con_lmittees of the Board and what are their functions? .

The Board has four standing committees: Audit, Compensation and Executive Organization,
Governance, and Executive. The Board also establishes, from time to time, committees of limited
duration for a special purpose. Our Corporate Governance Guidelines require that every member
of the Audit Committee, Compensation and Executive Organization Committee and Governance
. Committee be independent.

Audit Committee - _ o 9 meetings in 2006

Members: . Gary P. Coughlan (Chair) o
v Robert H. Campbell : N - 4
Robert F. Cavanaugh- '
Harriet Edelman
Alfred F. Kelly, Jr.
Marie J. Toulantis

.

Independence: The Board has determined that all directors on this Committee are
independent under applicable listing standards of the New York Stock
Exchange, Rule 10A-3 under the Securities Exchange Act of 1934, as
amended, and the Company’s Corporate Governance Guidelines.

Responaibilities: Assists the Board in its oversight of the integrity of the Company’s
financial statements, the Company’s compliance with legal and
regulatory requirements, the qualifications and independence of the
Company’s independent auditors and the performance of the
independent auditors and the Company’s internal audit function;

juawalels Axoid

Directly oversees and has direct responsibility for the appointment,
compensation, retention and oversight of the work of the independent
auditors;

Approves all audit and non-audit engagement fees and terms with the
independent auditors; and

Administers our Procedures for Submission and Handling of Complaints
Regarding Comphance Matters .

Charter: A current copy of the charter of the Audit Commlttee may be viewed on_
' the Company’s website at www.hersheys.com in the Investor Relations™
sectlon ‘ . . ‘-
Qualifications: The Board has determined that all directors on this Committee are

financially literate, that at least one member of the Audit Committee,

Gary P. Coughlan, qualifies as an “audit committee financial expert” as

- defined in SEC regulations, and that Mr. Coughlan has accounting or
t rélated financial management expertise.:
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Compensation and Executive Organization Committee - 8 meetings in 2008

Robert H. Campbell (Chair)
Robert F. Cavanaugh |
Harriet Edelman

Bonnie G. Hill

Mackey J. McDonald

Independence: The Board has determined that all directors on this Committee are
independent under the listing standards of the New York Stock
! Exchange and the Company’s Corporate Governance Guidelines.

Members:

Responsibilities: 1' Establishes the compensation of the Company’s directors and elected
! officers (other than the Chairman, President and Chief Executive
Officer);

! Evaluates the performance of and recommends to the independent
directors of the full Board as a group the compensation of the Company’s
Chauman President and Chief Executive Officer;

Grants performance stock units, stock options, restricted stock units and
other rights under the Long-Term Incentive Program of the Company’s
Key Employee Incentive Plan, as amended (“Incentive Plan”), or any
successor plan;

| Establishes target-award levels and makes awards under the Annual
" Incentive Program of the Incentive Plan;

; Administers the Incentive Plan, the Executive Benefits Protection Plans,
the Employee Benefits Protection Plan and the Supplemental Executive
Retirement Plan;

Monitors compensation arrangements for management employees for
consistency with corporate objectives and stockholders’ interests;

Reviews the executive organization of the Company; and

Monitors the development of personnel available to fill key management
& positions as part of the succession planning process.

Charter: ; A current copy of the charter of the Compensation and Executive

: Organization Committee may be viewed on the Company’s website at

| www.hersheys.com in the Investor Relations section.

The Compensatiqln and Executive Organization Committee establishes director and executive
officer compensation in accordance with the authority granted by its charter and the Board-
approved compensatxon plans the Committee administers. The Committee may delegate its
responsibilities u.nder limited circumstances to a subcommittee composed only of a subset of
Committee members Also, under the terms of the Board- and stockholder-approved Incentive
Plan, the Committee is authorized to provide our CEO with limited authoerity to make stock-based
awards to non-executive employees;in connection with recruitment, retention, performance
recognition or promotlon The Incentive Plan does not authorize our CEO to make grants to our

executive officers.
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The Committee engaged Towers Perrin, an executive compensation consultant, to provide
independent assistance to the Committee with respect to the Committee’s development and
refinement of our compensation policies and the Committee’s assessment of whether our
compensation programs support our business objectives, are market competltwe and are cost-
efficient. Each year, Towers Perrin prepares the following studles for use by the Committee in
setting director and executive officer compensation:

o Executive Compensation Market Competitiveness Study: This study analyzes food

manufacturing, processing and distribution industry compensation survey data for
" approximately 45 key positions and is drawn from the Towers Perrin Executive
Compensation database.

s  Chief Executive Officer Proxy Compensatwn Study This study analyzes compensation for
CEOs in Hershey’s public-company peer group, as reported in their proxy statements.
The study reviews information on base salary, annual incentive, long-term incentive and
other compensation and benefits programs as directed by the Committee and our Senior
Vice President, Chief People Officer.

* Board of Director Compensation Market Competitiveness Study: ThJS study analyzes
competitive pay practices for boards of directors, including prevalent pay types and
competitive pay levels for annual retamers meeting fees and long-term compensation.

The Committee uses this and other information prov1ded by Towers Perrin, along with data
supplied by our Senior Vice President, Chief People Officer, to reach an independent
recommendation regarding compensation to be paid to Richard H. Lenny, our Chairman,
President and Chief Executive Officer. The Committee’s final recommendation is then given to the
independent directors of our Board for review and final approval.

In establishing compensation levels, payouts and awards for executive officers other than

Mr. Lenny, the Committee takes into consideration the recommendations of Towers Perrin,
evaluations by Mr. Lenny and our Chief People Officer of each officer’s individual performance
and Company performance. The Committee determines director compensation primarily on the
basis of Towers Perrin’s Board of Director Compensation Market Competitiveness Study.

Please turn to page 33 for additional information regarding our executive compensatlon programs
and page 18 for information regarding compensation of our directors.
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Governance.Committee = - Tons o . 3 meetings in 2006

Members:

Independence:

Responsibilities:

Charter:

|
i_

1
i
i
|

I

'Jon A. Boscia (Chair)
Bonnie G. Hlll

Alfred F. Kel]y, Jr. ,
Mackey J. McDonald !
Marie J. Toulan@is

eyt

The Board has determined that all directors on this Committee are

independent under the listing standards of the New York Stock
Exchange and the Company’s Corporate Governance Guidelines.

Reviews and makes recommendatlons on the composmon of the Board

and its committees;

Identifies, evaluates and recommends candidates for election to the
Board consistent with the Board’s membership qualifications;

Reviews and makes recommendations to the full Board on corporate.
governance matters, including the Board's Corporate Governance
Guldehnes . e :

Admnusters the Company’s Related Person Transaction Pollcy as -

- directed by the Board and

Evaluates the performance of the full Board, its independent comm1ttees
and each director.

A current copy of the charter of the Governance Committee may be -

viewed on the Company’s web51te at www.hersheys.com in the Investor
Relations section.

Executive Committee S : 0 meetings in 2006

Members:

Responsibilities:

Charter:

1

!

'
1
i
L

Richard H. Lenny (Chair)
Jon A. Boscia

Robert H. Campbell

Gary P. Coughlan

Manages the business and affairs of the Company, to the extent
permitted by the Delaware General Corporation Law, when the Board is
not in session. A subcommittee consisting of the independent directors on
this Committee reviews and approves in advance any transaction not in
the ordinary course of business between the Company and Hershey Trust
Company, Hershey Entertainment & Resorts Company and/or Milton
Hershey School, or any subsidiary, division or affiliate of any of the
foregoing, unless the Board specifies a different approval process.

A current copy of the charter of the Executive Committee may be viewed

on the Company’s website at www.hersheys.com in the Investor
Relations section.
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How are nominees for the Board selected? - -~ . -

The Governance Committee is responsible for identifying and recommending to the Board
candidates for Board membership. The Governance Committee considers recommendations from
directors, stockholders or other sources. Occasionally, the Governance Committee engages a paid
third-party consultant to assist it in identifying and evaluating director candidates. The
Governance Committee has sole authority under its charter to retain, compensate and terminate
these consultants. The Governance Committee’s general policy is to have all members of the
Committee interview prospective candidates before their nominations are approved by the
Committee and recommended to the full Board. .
Our Corporate Governance Guidelines describe the qualifications and skills sought by the Board
of any Board nominee. Generally, the Board seeks individuals with skills and backgrounds-that
will complement those of other directors and mammlze the dlver51ty and effectlveness of the -
Board as a whole. ' Co S -
In reviewing the qualifications of prospectlve directors, the Board conmders factors it deems
appropnate mcludmg the candidate’s: " ‘

* integrity;

* judgment;

o gkill;

* diversity;

* ability to express informed, useful and constructive views;

¢ experience with businesses and other organizations of comparable size;

¢ ability to commit the time necessary to learn our business and to prepare for and

participate actively in committee meetings and in Board meetings;
e experience and how it relates to the experience of the other Board members; and

e overall desirability as an addition to the Board and its committees. X
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The Board seeks individuals having knowledge and experience in such disciplines as finance,
international business, marketmg, 1nformat10n technology, human resources and consumer
products. ) -

The Governance Committeé does not distinguish between nominees recommended by stockholders
and other nominees. However, stockholders desiring to nominate a director candidate must
comply with certain procedures. We explained the procedures for nominating a director candidate
at this year's annual meeting in our 2006 proxy statement. If you are a stockholder and desire to
nominate a director candidate at next year’s annual meeting, you must comply with the
procedures for nomination set forth in the section entitled “Informatlon About the 2008 Annual
Meeting,” beginning on page 75. '

To#
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DIRECTOR COMPENSATION

; : :
How are directors compensated"r c x TR , S
The Company malntams a D1rectors.Compensat10n Plan demgned to:

.
i «,' ' o e

. *. attract and retain hlghly quahﬁed non—employee dlrect,ors and ) :
* align the mterests of non-employee directors with those of our stockholders by paying a
portion of their compensation in units representing shares of our Commeon Stock.

Directors who are employees of the Company receive no additional compensation for their service
on our Board. Mr.. Lenny is the only employee.of the Company who also serves as a director and
thus receives no acrldltlonal compensation for his Board service. :
The Board targets non-employee director compensation at the 50th percentile of compensation paid
to directors at a peer group of 15 food, beverage and consumer packaged goods companies
representing our most direct competitors for executive talent. Information about this peer group is
included in the Compensation Discussion and Analysis beginning on page 33. Each year, with the
assistance of the Compensation and Executive Organization Committee and Towers Perrin, the
Board reviews the compensation paid to directors at these companies and establishes its
compensation in accordance with its target.

I
In 2006, our non- employee d1rectors were compensated in accordance with the followmg
schedule

¢ Annual retainer . $ 65,000

e Annual restricted stock unit grant : $100,000

+ Annual cash fee for committee chairs sy $ 5,000
(except Audit Committee Chair) L ,

+ Annual cash fee for Audit Committee Chair  $.10,000

'}
Annual Retainer and Committee Chair Fees

Non- employee dlrectors may elect to receive all ara portlon of the annual retainer in cash or
Common Stock. Non-employee directors also may elect to defer receipt of the retainer or
committee chair fees until the date their membership on the Board ends. Committee chair fees
that are not deferried are paid only in cash. Non employee directors desiring to defer some or all of
the retainer or comm1ttee chair fees, may lnvest the deferred amounts in two ways:
¢ Inacash account that values the performance of the investment based upon the ,
performance of one or more, third- party investment funds as selected by the director.
These investment funds were selected from the mutual funds or other investment options
available to all employees under our 401(k) Plan. Amounts invested in the cash account
are paid only in cash.
¢ In a deferred common stock unit account that we value according to the performance of
our Common Stock, including reinvested dividends. Amounts invested in the deferred
common s!tock unit account are paid in shares of Common Stock.

Following a review of competitive data, the Board elected in December 2006 to increase to $10,000
the annual cash fee for the chairs of the Compensation and Executive Organization Committee
and Governance Committee, effective January 1, 2007. The annual cash fee for the chair of the
Audit Committee will remain at $10,000 during 2007.
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Restncted Stock Units P

Restricted stock units, or RSUs were granted quarterly to each of the dlrectors on the ﬁrst day of .
January, April, July and October 2006. The number of RSUs granted in each quarter was
determined by dividing $25,000 by the average closing price of a share of our Common Stock on
the New York Stock Exchange on the last three trading days preceding the grant date. To align
the interests of our directors with the long-term interests of our stockholders, RSUs granted to
directors will not vest or be distributed until the director's membership on the Board ends. If the
director’s membership ends for a reason other than retirement, disability or death, the Board
must decide whether the RSUs have vested. Termination of a director’s membership on the Board
following a change in control is con51dered a retirement for this purpose. Once vested, RSUs are
paid to directors only in shares of Common Stock. Dividends are credited at regular rates on the’
RSUs during the restriction period, and upon vesting of the RSUs, are paid in shares of Common
Stock. < e

b

Other Compensation, Reimbursements and Programs
The Board occasionally establishes committees of limited duration for special purposes. The
Compensation and Executive Organization Committee of the Board will consider paying
additional compensation to non-employee directors who serve on special committees, generally
$1,250 per meeting, if the special committee holds six or more meetings, each lasting one hour or
more. No-director received compensation for service on a special committee in 2006.

Prior to 1997, directors particip'ated in‘our Directors’ Charitable Award Program. No directors
have been added to the program since 1996 and our obligations under the program were not
affected by the service of any director during 2006. Under the program, upon the participating
director’s death, the Company makes a charitable gift to an educational institution demgnated by
the director. The amount of the donation varies, depending upon the director’s length of service,
with a maximum donation of $1 million after five years of service. As of December 31, 2006, there
were 15 former directors and three current directors (Mr. Campbell, Ms. Hill and Mr. McDonald),
who participated in the program for whom we are commltted to make charitable contributions
aggregating $17. 8 million. - | : S e

We reimburse our 'directors for travel and other out-of-pocket expenses they incur when attending
Board and committee meetings and for minor incidental expenses they incur when performing
directors’ services. We also provide reimbursement for at least one director continuing education
program each year. Directors receive travel accident insurance while traveling on the Company’s
business and receive discounts on the purchase of our products to the same extent and on the
same terms as all of our employees. Directors are also eligible to participate, together with all of
our employees, in the Company’s Gift Matching Program. Under the Gift Matching Program, the
Company will match, upon a director’s request, contributions made by the director to one or more
charitable organizations, on a dollar-for-dollar basis up to a maximum aggregate contribution of
$5,000 annually.

We do not award stock options or maintain a non-equity incentive plan or defined benefit pension
plan for our non-employee directors.
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The following table and explanatory footnotes provide information with respect to the
compensation paid or provided to the directors during 2006 in accordance with the policies and
programs descnbed above.

P _ :
Director Compensation

; S 2006
. ’ Fees Earned _ '
- or Paid in Cash® Stock Awards® Total
Name ($) ) (%)

Jon A. Boscia 70,000 100,000 . 170,000
Robert H. Campbell 1 70,000 . 100,000. | 170,000
Robert F. Cavanaugh 65,000 100,000 165,000
Gary P. Coughlan_ 75,000 100,000 175,000
Harriet Edelman 65,000 100,000 165,000
Bonnie G. Hill 65,000 100,000 165,000
Alfred F. Kelly, Jr. 65,000 100,000 | 165000
Mackey J. McDonald .~ 65000 | 100,000 165,000
Marie J. Toulantis 65,000 100,000 165,000

(1) This column includes amounts paid in cash or shares of Common Stock at the election of the director or deferred by the
director under the Directors’ Compensation Plan. A director may choose to have his or her retainer and committee
chair fee deferred in the form of cash or Common Stock until his or her membership on the Board ends. Amounts
credited as eammgs on amounts deferred under the Directors’ Compensatlon Plan are based on mutual funds or other
investment options, "available to all employees under cur 401(k) Plan or our Common Stock and, accordmgly, the- -
earnings credited durlng 2006 were not “above market” or preferentml” earnings. -
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The following t;ableI sets forth the portion of fees paid in cash or Common Stock and the pertion deferred with respect
to retainers and fees earned during 2006:

: Immediate Payment Deferred and Investment Election

Value
t Deferred Number
’ Value Number - Value toa . of
‘ Paid in of Shares Deferred Common Deferred
0 " | Shares of "of "' toa Stock " Common
| Cash Common Common Cash Unit Stock
' : Paid Stock Stock Account Account Units
Name ($) _(® (#) ($) (8) R
Jon A. Boscia — , — - 65,000 5,000 93
Robert H. Campbel! - — (- — 70,000 1,307
Robert F. Cavanaugh - — - — 65,000 1,214
Gary P. Coughlan | 42,500 32,500 606 — - -
Harriet Edelman | 65,000 — - — - —
Bonnie G. Hill 65,000 - — - - —
Alfred F. Kelly, Jr: - _ - 65,000 — _
Mackey J. McDonald - — - 32,500 32,500 607
Marie J. Toulantis 65,000 — —_ — - -

(2) This column presents the dollar amount recognized as expense during 2006 for financial stalement reporting purposes
with respect to RSILII_S awarded to the directors during 2006. RSUs awarded to directars are charged to expense in the
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Company'’s financial statements at the grant date fair value on each quarterly grant date. The aggregate grant date
fair value of the 1,846 RSUs granted to each director during 2006 was '$100,000, RSUs awarded to directors are
payable when their membership on the Board ends. . . -

The following table provides information with respect to the number and market value of deferred common stock units
and RSUs held by each director as of December 31, 2006, based an the $49.80 closing priee of our Common Stock as
reported by the New York Stock Exchange on December 29, 2006, the last trading day of the year. The information
presented includes the accumulated value of each director's common stock units and RSUs. Balances shown below
include dividends credited in the form of additional common stock units on retainers and committee chair fees that
have been deferred as comman stock units and dividends credited in the form of additional commen stock units on
RSUs.

st

Market Value of
Retainers and
Coemmittee Chair Fees Market
Number of Deferred to the Value of
Deferred Common Stock Unit : RSUs as of
Common Stock Account as of Number of December 31,
Units December 31, 2006 RSUs 2006
Name (#) (%) (#) ($)
Jon A. Boscia 509 . 25344 7,667 381,836
Robert H. Campbell . 17,698 , . 88i,368 7,667 381,836 -
Robert F. Cavanaugh 3,836 S R 191,024 5,014 249,684 3 '
Gary P. Coughlan A s - 7,687 381,336 é
Harriet Edelman - - 5,599 278,817 W
. 9 - v T N T T T i
Bonnie G. Hill : " 8,979 . 347,544 7,667 381,836 2
Alfred F. Kelly, dJr. - - ' 2,415 120,263 g
Mackey J. McDonald 13,334 664,012 7,667 381,836 o :
Marie J. Toulantis _ -~ — 5599 278,817 -~
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I PROPOSAL NO 1-ELECTION OF DIRECTORS

!
How many dlrectors are standmg for electlon"

Ten directors are to be elected at the annual meeting. Each dlrector 1s expected to serve. until the

next annual meetl*ng and until his or her successor has been elected and qualified.
1 !

Which of the nommees currently serve on the Board?

Each of the nommees is currently a member of the Board
|

What happens lf a nominee becomes u.navallable for election?

If 2 nominee becomes unavailable for election for any reason, the proxies will have discretionary
authority to vote for a substitute.

Who are the nominees? A .

~ JON A. BOSCIA, age 54, is Chairman of the Board and Chief Executive
Officer of Lincoln National Corporation, Philadelphia, Pennsylvania, a

" leading financial services company. He was elected Chairman of the Board
of Lincoln National Corporation in March 2001 and has been Chief
Executive Officer since July 1998. A Hershey director since 2001, he
chairs the Governance Committee and is a member of the Executive

" Committee. '

ROBERT H. CAMPBELL, age 69, retired in June 2000 as Chairman of
the Board and Chief Executive Officer of Sunoco, Inc., Philadelphia,
Pennsylvania, a petroleum refiner and marketer. He is a director of
CIGNA Corporation and Vical Incorporated. A Hershey director since
1995, he chairs the Compensation and Executive Organization Committee
and is a member of the Audit Committee and the Executive Committee.

ROBERT F. CAVANAUGH, age 48, is Managing Director of DLJ Real
Estate Capital Partners, Los Angeles, California, a subsidiary of Credit
Suisse and a.leading global investment banking firm. He has held that
position since October 1999. A Hershey director since 2003, he is a

. member of the Audit Committee and the Compensation and Executive
Organization Committee.




GARY P. COUGHLAN, age 63, retired in March 2001 as Senior Vice
President, Finance and Chief Financial Officer of Abbott Laboratories,
Ine., Abbott Park, Illinois, a divérsified international healthcare company.
He is a director of Arthur J. Gallagher & Co. A Hershey director since
2001, he chairs the Audit Committee and is a member of the Executive
Commiittee. . :

HARRIET EDELMAN, age 51, is Senior Vice President, Chief

" Information Officer of Avon Products, Inc., New York, New York, the
world’s leading seller of beauty and related products. She was elected to
that position in January 2000 From March 2004 to December 2005, she
also was responSIble for Avon’s Business Transformation area. She is a
director of Blair Corporation. A Hershey director since 2003, she is a
_member of the Audit Committeé and 'the Compensation and Executive

~ Organization Committee.

BONNIE G. HILL age 65, is Premdent of B, Hill Enterprises, LLC, Los

" Angeles, Cahfomla a consulting company She has held that position
since July 2001. In April 1998 she also co- founded Icon Blue, Inc., Los
‘Angeles, California, a brand marketing company. She is a dlrector of AK

~ Steel Holding Corporation, California"Water Service Group, The Home
Depot, Inc. and YUM! Brands, Inc. A Hershey director since 1993, sheis a
member of the Governance Committee and the Compensation and
Executive Organization Committee. She has been nominated for election
by the holders of the Common Stock voting separately as a class.

ALFRED F. KELLY, JR., age 48, is Group President, Consumer, Small
_ Business and Merchant Services at American Express Company,

New York, New York, a leading global payments, network and travel
company. He assumed his current role in June 2005. From June 2000 to
June 2005, Mr. Kelly served as Group President, Consumer and Small
Business Services at American Express Company. A Hershey director
since 2005, he is a member of the Audit Committee and the Governance
Committee. He has been nominated for election by the holders of the
Common Stock voting separately as a class.
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RICHARD H. LENNY, age 55, was élected Chairman of the Board,

. President and Chief Executive Officer of The Hershey Company effective
January 1, 2002, From March 2001 to December 2001, he was President
and Chief Executive Officer of the Company. He is a director of

- McDonald’s:Corporation. A Hershey director since.2001, he chairs the

. Executive Committee.

MACKEY J. McDONALD, age 60, is Chairman of the Board and Chief
Executive Officer of VF Corporation, Greensboro, North Carclina, an

. international apparel company. He was elected Chairman of the Board of
VF Corporation in October 1998 and has been Chief Executive Officer
since January 1996 He was Pre51dent from October 1993 to February

* 2006. He is a director of Wachovia Corporatlon and was a director of Tyco
International Ltd. until February 28, 2007. A Hershey director since 1996,
he is a member of the Governance Committee and the Compensation and
Executive Organization Committee.

MARIE J. TOULANTIS age 52 is Chief Executive Officer of Barnes &

~ Noble.com, New York, New York an online retailer of books, music and

" DVDs. She was elécted to that position in February 2002, From May 2001
to February 2002, she held the office of President and Chief Operating
Officer. A Hershey director since 2003, she is a ‘member of the Audit
Comrmttee and the Governance Commlttee '

e

What is the Board’s recommendation for votmg on.Proposal No. 1?

.o l '
rBoard of Du ectors unanlmously recommends that stockholders’
| . '
| - : .vote FOR the nommeeshsted*above.'
| . .

LI
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-AUDIT COMMITTEE REP(_)RT
To Our Stockhelders: I - |

Our role as the Audit Committee of the Board of Directors is to prepare this report and to assist
the Board in its oversight of: .

1

+ the integrity of the Company’s financial statements;

e the Company s, comphance with legal and regulatory requirements;

* the 1ndependent auditors’ quahﬁcatlons and mdependence and ‘

e the performance of the independent auditors and the Company’s internal audit function.

Our Committee operates under a written charter that was last amended and restated by the
Board on February 16, 2006. The charter may be viewed on the Company’s website at
www_hersheys.com in the Investor Relations section.

Our duties as a Committee 1nclude overseeing the Company’s management, internal auditors and
independent auditors in their performance of the followmg functions, for which they are

responsible:

Management

¢ Preparing the Company’s financial statements;

¢ Establishing eff'ectlve ﬁnancxal reporting systems and internal controls and
procedures; ahd

¢ Reporting on the effectlveness of the Company’s internal control over financial
reporting.
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Internal Audit Department

» Indépendently assessing management’s system of internal controls and procedures;
and
* Reporting on the effectiveness of that system.

Independent Auditors

* Auditing the Company’s financial statements;

¢ Expressing an opinion about the financial statements’ conformity with U.S. generally
accepted accounting principles; and

» Annually auditing management’s assessment of the effectiveness of internal control
over financial reporting.

We meet periodically with management, the internal auditors and independent auditors,
independently and collectively, to discuss the quality of the Company’s financial reporting process
and the adequacy and effectiveness of the Company’s internal controls. Prior to the Company
filing its Annual Report on Form 10-K for the year ended December 31, 2006, with the SEC, we

also:

* reviewed and discussed the audited financial statements with management and the
independent auditors;

s discussed with the independent audltors the matters required to be discussed by
Statement on Auditing Standards No. 61, Communication with Audit Committees, as
currently in effect;
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* received the written disclosures and the letter from the independent auditors required by
Independence Standards Board Standard No. 1, Independence Discussions with Audit
Committee.%;, as currently in effect; and

¢ discussed \ivith the independent auditors their independence from the Company.

We are not employe:es of the Company and are not performing the functions of auditors or
accountants. We are not responsible as a Committee or individually to conduct “field work” or
other types of auditing or accounting reviews or procedures or to set audltor independence
standards. In carrying out our duties as Audit Committee members, we have relied on the
information provxded to us by management and the independent auditors. Conbequently, we do
not assure that the audit of the Company’s financial statements has been carried out in
accordance with generally accepted auditing standards, that the financial statements are

presented in accordance with U.S. generally accepted accounting principles or that the Company’s
auditors are in fact | 1ndependent "

Based on the reports and discussions described in this report, and subject to the limitations on our
role and responmblhtles as a Committee referred to above and in our charter, we recommended to
the Board that the audlted financial statements be included in the Company’s Annual Report on
Form 10-K for the year ended December 31, 2006, filed with the SEC on February 23, 2007.

Submitted by the Audit Committee of the Company’s Board of Directors:
} . - . Gary P. Coughlan, Chair
: ‘ Robert H. Campbell
. Robert F. Cavanaugh
Harriet Edelman
Alfred F. Kelly, Jr.
Marie J. Toulantis
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INFORMATION ABOUT OUR INDEPENDENT AUDITORS
Who are the Company’s current independent auditors?

KPMG LLP, an independent registered public accounting firm, has audited the Company s
financial statements since May 10, 2002,

What were KPMG LLP’s fees for professional services to the Company in fiscal
years 2005 and 2006? . . v

KPMG LLP’s fees were as follows:
" For the Fiscal Year Ended December 31, 2006 2005

Audit Fees $1,980,000 $2,006,800
Audit-Related Fees)) .- 216,915 189,150
Tax Fees® 60,150 61,885
All Other Fees — —
Total Fees o $2,257,065 $2,257,835

(1) Fees associated primarily with services related to the auditing of employee benefit plans and securities
offering procedures

(2) Fees pertaining pnmanly to tax issues and preparatmn of tax returns for the Company’s foreign

subsidiaries.
Ll o

What is the Audit Committee’s policy regarding pre-approval of audit and non-audit-
services performed by the Company’s independent auditors?

The Audit Committee pre-approves all audit and non-audit services performed by KPMG LLP.
The Committee is authorized by its charter to delegate to one or more of its members the
authority to pre-approve any audit or non-audit services, provided that the approval is presented
to the Audit Committee at its next scheduled meeting. Under ordinary circumstances, the
Committee will authorize KPMG LLP to perform only the following types of non-audit services:

* audit-related services that only the Company’s independent auditors may perform (such
as securities offering comfort letters and accountants’ consents);

e benefit plan audits;
* tax services for statutory audits or filing assistance;

e audits to assure that certain required procedures are being complied with (including, for
example, assuring that the Company and its contractual counter parties are complying
with provisions of licenses or other contracts); and

* translation services to support foreign audits.

The Audit Committee pre-approved all services provided by KPMG LLP in 2006.
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PROPO$AL NO. 2 - APPOINTMENT OF INDEPENDENT AUDITORS
i : .
What is the Boajrd proposing? -

The Board is propesing that you ratify the Audit Committee’s appointment of KPMG LLP as the
Company’s independent auditors for 2007. The Audit Committee and the Board consider KPMG
LLP to be well- quallﬁed for that role.

!

Is stockholder ratification necessary or required?

The Audit Commlttee is not required to obtain stockholder ratification of its appointment of
KPMG LLP. However the Audit Committee recommended to the Board that stockholders be given
the opportunity to;vote on KPMG LLP’s appointment at the annual meeting,. ; .

What will happen if the appointment of KPMG LLP is not ratified by the
stockholders? .

If stockholders donot ratify the appointment of KPMG LLP as the Company’s independent
auditors for 2007, the Audit Committee will reconsider its appointment.

How many votes will be required for ratification?

KPMG LLP’s appéintment as the Company’s independent auditors for 2007 will be considered
ratified if the holders of record of the Common Stock and Class B Commeon Stock present (in
person or by proxy) at the annual meeting cast more votes for the proposal than agamst the
proposal, : o

Will representa,;tives of KPMG LLP attend the annual meeting?

Representatives of KPMG LLF will attend the annual meetmg, will have the opportumty to make
a statement, if t.hey so desire, and will respond to questions. : _

What is the Boﬁlrd’s recommendation for ‘voting on Proposal No. 2?

i

- N g 3 g .
I , . . , . IR

The Board of Directors unanimously recommends that stockholders

i vote FOR Proposal No. 2.
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OWNERSHIP OF THE COMPANY'’S SECURITIES

When are shares “beneficially owned”?

Shares are beneficially owned when the person holding the shares has voting or investment power
over the shares or the right to acquire voting or investment power within 60 days. Voting power is
the power to vote the shares. Investment power is the power to direct the sale or other disposition

of the shares.
What information is presented in the following table?
This table shows the number of Company shares beneficially owned by:

* stockholders who we believe owned more than 5% of our outstanding Common Stock or
Class B Common Stock, as of the dates indicated; and

* our directors, the executive officers named in the Summary Compensation Table on
page 45 (we refer to these officers as “named executive officers”), and all dlrectors and
executive officers as a group, as of February 20, 2007. '

Unless we have indicated otherwise in a footnote, the individuals and entities listed in the table.

have voting and investment power over the shares listed.
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Percent
of
Exercisable |Percent of| Class B | Class B
Common Stock Common | Common |Common
Holder, Stock!V Options®@ Stock® Stock Stock®
Milton Hershey School Trust®
Founders Hall
Hershey, PA 17033 | 12,513,321 74 (60612,012| 99.7
Hershey Trust Company®
100 Mansion Road
Hershey, PA 17033 J
Davis Selected Advisers, L. P.®
2949 E. Elvira Road
Suite 101 b ‘
Tucson, AZ 85706 10,644,449 6.3
Hershey Trust Company® 802,552 *#
Marcella K. Arline - 7,461 129,849 **
John P. Bilbrey 1,149 46,751 ik
Jon A. Boscia* - © 2,000 ' *k
Robert H. Campbell* 2,451 *k
Robert F. Cavanaugh* 1,000 *k
Gary P. Coughlan* 5,895 **
_I:I_.f:lrriet Edelman*: 400 *k
Thomas K. Hernquist 9,631 74,776 i
Bonnie G. Hill*® | 947 ok _
Alfred F. Kelly, Jr * 3,500 s
Richard H. Lenny* 42,370 1,428,713 Hok
Mackey J. McDonald* 400 wk
Marie J. Toulantis* 2,000 w*
David J. West 14,055 164,538 wok
All directors and executive
"|officers as a group:(20
persons) 126,040 2,193,379 14

*  Director

**  Less than 1%
i

(1) Amounts listed include shares of Common Stock allocated by the Company to the employee’s account in The Hershey
Company 401(k) Plan {formerly called The Hershey Company Employee Savings Stock Investment and Ownership
Plan) under section 401(k) of the Internal Revenue Code.

(2) This column reflects stock options that were exercisable by the named executive officers and the executive officers as a
group on February,'20, 2007, as well as 125 stock options held by an executive officer who is not a named executive
officer that will become exercisable within 60 days of February 20, 2007.

(3) Based upon 169,968,894 shares of Common Stock outstanding on February 20, 2007.

(4) Based upon 60,816:,078 shares of Class B Common Stock outstanding on February 20, 2007.
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(5) Reflects stockholdings as of February 20, 2007. For more information about the Milton Hershey School Trust, Hershey
Trust Company and the voting of these securities, please turn to page 32.

(6) Information regarding Davis Selected Advisers, L. P. and its stockholdings was obtained from a Schedule 13G/A filed
with the SEC on January 11, 2007. The filing indicated that, as of December 31, 2006, Davis Selected Advisers, L. P.
had sole voting and investment power over 10,644,449 shares of Common Stock. .

(7) Includes 2,500 RSUs that will vest within 60 days of February 20, 2007.
{(8) Includes 300 shares held in trust by Ms. Hill's hushand,

Do the stockholders listed in the beneficial ownershlp table above hold addltmnal
Company securities not reflected in that table?

Our directors and named executive officers hold certain unvested or deferred common stock units
that we are not permitted to show in the beneficial ownership table above. The SEC prohibits us
from including these units in the beneficial ownership table because the units will not convert to
actual shares of Common Stock over which the holder will have voting or investment power within
the required 60-day period. If and when these units convert to Common Stock shares, they will
convert on a one-for-one basis and the holder will become the beneficial owner of the Common .
Stock shares.

We have added the table below to show the common stock unit holdings of each of the directors
and named executive officers on February 20, 2007. These holdings appear under the column
entitled “Shares Underlying Common Stock Units.” For ease of reference, we also have included in
the table the number of Common Stock shares beneficially owned by. these persons, as set.forth in
the beneficial ownership table above, and the total number of Common Stock shares beneﬁmally
owned and common stock units held on February 20, 2007. v

21,850

, . Shares Underlying |
Beneficially Owned Common
' Holder Common Stock Stock UnitsV Total
Marcella K. Arline 7,461 ' 136,520 43,981
John P. Bilbrey - 1,149 30,221 31,370
Jon A. Boscia* 2,000 " 8676 . 10,676
Robert H. Campbell* 2,451 © 25,865 28,316
Robert F. Cavanaugh* 1,000 9,349 10,349
Gary P. Coughlan* 5,895 - 8,167 - 14,062
Harriet Edelman* 400 6,098 6,498
Thomas K. Hernquist 9,631 49,303 ' 58,934
Bonnie G. Hill* 947 15,146 16,093
Alfred F. Kelly, Jr.* 3,500 2,914 6,414
Richard H. Lenny* 42,370 283,068 325,438
Mackey J. McDonald* 400 21,500 - 21,900
Marie J. Toulantis* 2,000 - 6,008 8,098
David J. West 14,055 35,905

*  Director

(1) Common stock units not beneficially owned include the following:,

e unvested restricted stock units, or RSUs, granted on or before February 20, 2007 to the named executive officers
under the Incentive Plan; -

+ unvested RSUs granted on or bef‘ore February 20, 2007 to our directors under the Dlrecbors Compensatlon Plan;
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.’ unvested performance stock units, or PSUs from the 2003-2005 performance cycle awarded under the Incentive

Plan to the named executive officers on February 16, 2006;

. !
* common stock umts deferred on or before February 20, 2007 by the named executive officers under the Company’s
Deferred Compensation Plan; and i

* common stock units deferred on or before February 20, 2007 by the directors under the Directors’ Compensation
Plan. ;;
i
You can find additicfnal information about unvested RSUs and deferred common stock units held by directors in the
Director Compensation section beginning on page 18. You also can find additional information about unvested RSUs,
unvested PSUs f'rorri_ the 2003-2005 performance cycle and deferred common stock units held by the named executive
officers in the Execu:tive Compensation section beginning on page 33.

L
What is the Milton Hershey School Trust?

In 1908, Mllton S and Catherine S Hershey establlshed a trust (the “Milton Hershey School
Trust”) having as 1t|s sole beneficiary Milton Hershey School, a non-profit school for the full-time
care and education of disadvantaged children located in Hershey, Pennsylvania. Hershey Trust
Company, a state-chartered trust company, is trustee of the Milton Hershey School Trust.

l |
What is the relationship of the Milton Hershey School Trust and Hershey Trust
Company to The|Hershey Company?

The Milton Hershey School Trust is our controlling stockholder. It will have the right to cast 7.4%

“of all of the votes entltled to be cast oh matters requiring the vote of the Common Stock voting

separately and 79. 5% of all of the votes entitled to be cast on matters requiring the vote of the
Common Stock and:Class B Common Stock voting together. The board of directors of Hershey
Trust Company, w1th the approval of the board of managers (governing body) of Milton Hershey
School, decides how funds held by the Milton Hershey School Trust will be invested. The board of
directors of Hershey Trust Company decides how shares of The Hershey Company held by the
Milton Hershey School Trust will be voted

As of the record date Hershey Trust Company also held 413 552 shares of our Common Stock in
its capacity as 1nst1tutlona1 ﬁdu(‘lary for 107 estates and trusts unrelated to the Milton Hershey
School Trust. Hershey Trust Company also held 389,000 shares of our Common Stock as
investments on that date. The board of directors or management of Hershey Trust Company
decides how these shares will be 1nvested and voted. :
i
In all, Hershey Trust Company, as trustee for the Milton Hershey School Trust, as ﬁduc1ary for -
the individual estates and trusts noted above, and as direct owner of investment shares, will be
entitled to vote 13, 315 873 shares of our Common Stock and 60,612,012 shares of our Class B
Common Stock at the annual meetlng

. o ‘
Qur certificate of 1ncorporatlon contains the following important provisions regarding Class B
Common Stock and'the Milton Hershey School Trust’s ownership of that stock:

e All ho‘.ldersl af Class B Common Stock, including the Milton Hershey School Trust may
convert any of their Class B Common Stock shares into shares of our Common Stock at
any time on a share-for-share basis.

* All shares of Class B Commen Stock will automatlcally be converted to shares of Common
Stock on a share for-share basis if the Milton Hershey School Trust ceases to hold more
than 50% of the total Class B Common Stock shares outstanding ‘and at least 15% of the
total Comrnon Stock and Class B Common Stock shares outstanding.
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e  We must obtain the approval of the Milton Hershey School Trust before we issue any
Common Stock or take any other action that would deprive the Milton Hershey School
Trust of the ability to cast a majority of the votes on any matter where the Class B
Common Stock is entitled to vote, either separately as a class or together with any other
class.

What is the governance structure of Milton Hershey School and Hershey Trust

Company? . ‘

All of the outstanding shares of Hershey Trust Company are owned by the Milton Hershey School

Trust. The members of the board of managers of Milton Hershey School are appointed by and

from the board of directors of Hershey Trust Company. There are 11 members of the board of

directors of Hershey Trust Company. There are ten members of the board of managers of Milton

Hershey School. Robert F. Cavanaugh, a director of our Company, and Richard H. Lenny, a

director and Chairman of the Board, President and Chief Executive Officer of our Company, are

members of the board of directors of Hershey Trust Company and board of managers of Milton

Hershey School. Directors of Hershey Trust Company and members of the Milton Hershey School |
board of managers individually are not considered to be beneficial owners of the shares of Hershey
Common Stock and Class B Common Stock held by the Milton Hershey School Trust.

EXECUTIVE COMPENSATION
Compensation Discussion and Analysis
This section discusses the principles underlying our policies and decisions concerning the
compensation of Hershey’s executive officers. This information describes the manner and context

in which compensation is awarded to and earned by our executlve officers and provides
perspective on the tables and narrative that follow.

juauwialels Axoid

Who is responsible for determining the Company’s compensation philosophy?

Our compensation philosophy is determined by the Compensation and Executive Organization
Committee of our Board, which we refer to in this section as the Committee. The Committee uses
this philosophy as a guide for administration of our compensation and incentive programs. During i
the second half of 2005, the Committee reviewed the philosophy statement it approved in 2002.
The review was performed with the assistance of Towers Perrin, an independent, outside
consultant which has been engaged by the Committee since 2003. Additional information
regarding the Committee and its processes and procedures is described below and beginning on
page 14. The Committee approved a new compensation philosophy statement in February 2006 as
a result of this review.

What are the objectives of the Company’s executive compensation program?

Qur compensation philosophy requires that our executive compensation program maintain strong
alignment between Hershey’s executive officers and its stockholders. By applying this philosophy
the Committee seeks to ensure that our compensation programs support the Company’s business
strategies and building of stockholder value over the long term. To meet this overall objective, the
Company:

* Adheres to a disciplined pay-for-performance approach which permits differentiation
between “good” and “great” performance. -
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* Considers pay levels in the context of industry-specific and broader market practices,
- enabling the Company to attract, retain and motivate executive talent. The Company
uses a total rewards package to recognize the individual contributions of executive
' officers and the overall business results of the Company. Final pay is set above or below
target depending upon Company performance and individual performance.
* Aligns incentive plans with financial, strategic and organizational objectives, and links
the executive’s compensation to those measures he or she most directly can affect:
» Weights long-term incentives to stock-based awards so that a significant portion of each
executive officer’s total compensation is dependent upon the market value of our Common
' .. ' Stock. StO(I:k ownershlp is required of all executives. -
L Responds to the evolving external environment and the need for strong corporate
' gcwernance practices by creating and maintaining programs that are in the best interests
of the Company and its sbockholders w1thout being inappropriately influenced by outside
factors r] _

l - t
These actmns arfe described in the discussion that follows.
What is the Con}'pany’s executive compensation program designed to reward?

We reward resultsf We link annual and long-term incentive program goals to our performance
against annual financial objectives and our longer-term strategic financial goals. Hershey’s
pay-for-performance compensation philosophy is based strictly upon this linkage between
performance targets and individual accountability.

We also evaluate personal performance by rev1ew1ng short-term results and long-term
sustainability. An Flndlwdual s tenure and time in position are not significant factors. Individual
behavior consistent with our core values is recognized as being necessary for building and
sustaining stockholder value over the long term. Employees at all levels of the organization,
including executive officers, are evaluated and compensated for exemplifying core values of
openness and candor accountability, learning and growing, personal leadership, passion for
winning, 1nc1usmn integrity and teamwork.

What process d?es the Commlttee follow to lmplement the executive compensation
program? .\

The Committee’ reviews Hershe-y s executive compensation program annually. This review is
conducted w1th the assistance of the consulting firm Toyvers Perrin. The Committee also seeks
and recelves mput from our CEO and input and assistance from our Chief People Officer and her -
staff concemmg certain aspects of the executive compensation program. This review typically

T
occurs in the latter part of the ¢ alendar year. Decisions regardmg annual incentive plan awards
for the prior year, '_payments for long-term awards for the three-year performance cycle ended in

‘the prior year, current year base salary adjustments, current year annual incentive awards and

long-term awardsifor the three-year performance cycle beginning in the current year typically are
made in Febmaryl.f :

Towers Perrin prc;'vides the Committee with market compensation data regarding our CEQ. The
Commiittee, in turn recommends compensation levels for this position to the independent
members of the Board of Directors. Following their evaluation of our CEQ’s performance, the
independent members of the Board establish all aspects of our CEOQ’s compensation.

Towers Perrin also provides market data (including base salary, target annual and long-term
incentive levels) to the Committee, our CEQ and Chief People Officer for each individual executive
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officer other than the CEO. Our CEO recommends increases or decreases in compensation levels
for these executive officers based upon a review of the market data and the officer’s individual
performance.

The annual compensation review includes an analysis of survey data comparing the Company’s
levels of executive compensation against a peer group of 54 consumer packaged goods and general

mdustry companies 1n Towers Perrin’s compensation database We call this peer group the
“primary peer group.”

Primary Peer Group
Revenues Market Capitalization

{in millions (in millions
Summary Statistics of dollars) of dollars)
25t percentile . ... ... . 5,294 5,923
50t percentile . .. ... e S " 9,561 19,976
Average ................................ 13,026 25,804 -
Tothpercentile .. ....... ... ... ... ... ... 15,046 28,317
Hershey .......................... . 4,820 13,289

Because Hershey’s revenues are lower than the median revenues of the primary peer group,
regression analysis is used to adjust the primary peer group compensation data for this difference.
The Company establishes a target for each executive officer position’s total direct compensation
(base salary, annual incentive and long-term incentive) level to fall within the 50t and 75tk
percentile of the size-adjusted primary peer group. While the Company targets total executive
compensation between the 50t and 75t percentile of the size-adjusted primary peer group, the
Committee’s final determinations reflect consideration of the Company’s and executive officer’s
performance, internal comparisons and other factors.

Towers Perrin also provides compensation data for a subset of 15 primarily food, beverage and
consumer products companies, which we call the “high-performing financial peer group.” We use
this group primarily for assessing our Company’s financial performance against the industry.
These companies also represent a more focused set of competitors for executive talent. Since
revenues and market capitalization for the high-performing financial peer group are generally :
larger than Hershey, the data for this group is used as a secondary reference point for purposes of |
assessing Hershey’s compensation levels. O

What other information does the Committee consider when making executive
compensation decisions?

In addition to survey and other data relating to the competitive landscape, the Committee receives
tally sheets providing detailed information regarding executive compensation. Much of this
information is reflected in the tables on pages 45 through 62 of this proxy statement. The
Committee considers this information when it makes compensation decisions.

An important factor in the Committee’s deliberations is the anticipated cost of the various

components of executive compensation. In 2005, we adopted the provisions of Statement of

Financial Accounting Standards No. 123 (Revised 2004), Share-Based Payments, or

SFAS No. 123R, relating to accounting for stock options and other stock-based awards. The

accounting treatment for an award is taken into consideration in the design and implementation

of the annual or long-term incentive programs. '

Section 162(m) of the Internal Revenue Code limits our ability to deduct certain compensation in
excess of $1 million paid to our CEQ or to other named executive officers. This limitation does not
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apply to compensation that qualifies under applicable regulations as “performance-based.” The
Committee has c0n51dered the effect of section 162(m} on the Company’s executive compensation
program. It is the Commlttee $ opinion that in administering the “performance-based” portion of
the Company's executive compensation program (the Annual Incentive Program, or AIP, stock
options and perforrnance stock units described below), it will attempt to satisfy the requirements
for deductibility under section 162(m). However, the Comm1ttee believes it should retain the -
flexibility to exerc1s‘te its judgment in assessing an executive’s performance and that the total
compensation program for executive officers should be managed in accordance with the objectives
outlined in the Company’s compensation philosophy and in the best overall interests of the
Company’s stockholders Accordingly, some compensation may exceed the limitations or not meet
the requlrements for deductibility under section 162(m).

l- .
What are the 1nd1v1dual components of the executive compensation program and
why does the Company choose to pay them? How are the amounts for each

component of executlve compensatlon determlned"

Qur executive compensatlon program 1ncludes three key compdnents: base salary and beneﬁts an
annual cash incentive program and a long-term incentive program consisting of stock-based
awards. The total compensatlon package provided by the Company (including pension benefits,
supplemental ret1rement benefits, and other benefits) is considered by the Committee when
determining each component of an executive officer’s compensation.
I

Base salary and related benefits serve as the foundation of the overall pay package and are geared
toward attracting and retaining the executive officer. Annual and long-term incentives — vanable
or “at-risk” pay — play an important role in motivating executive’ performance and in aligning
executive pay pract1ces with the interests of stockholders. The variable or at-risk elements are
designed to rewardlthe achievement of both short- and long-term goals The long-term incentives ~
link a significant portion of each executive officer’s total compensation directly. to individual .
performance, long-term Company performance versus internal objectives and relative to the h1gh-
performing ﬁnancmll peer group, and to Common Stock price. At the executive officer level at-risk
pay often will represent approximately 75% of total compensat;on_

- 1) i 4 . [ . PR
Base Salary : : » . - P

e,

Salary reviews are conducted at the beginning of each year to compare each executive’s salary to
the 50t and 75tk percentlle of the size-adjusted salary level of the companies in our primary peer
group. Salary adJustments are made based upon peer group comparisons, as well as Company and
individual executwe performance. Both financial and, where appropriate, non-financial
performance measures are considered in making salary adjustments. If an executive officer has
responsibility for ampartlcular business unit, this unit’s financial results also are strongly
considered. @ | :

. . "
We set the initial blase salary for a new executive officer based upon an evaluation of his or her
responsibilities and experience, as well as upon the salaries paid by us and other companies for
comparable executlve talent and the salary necessary to recruit the-individual to Hershey

o | y Bt '

In 2006, base salanes for Mr. Lenny and all of the Company’s executive officers were compared

with executives: hav1ng.s1m1lar organizational respons1b1l1t1es at companies in Hershey’s primary

peer group. !

Each Hershey executive’s hase salary was targeted to be at the 50t percentile level of his or her
counterparts in the: 'sizé-adjusted primary peer group. Based upon its review, the Committee
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approved base salary increases ranging from 2.7% to 7.8%, effective January 1, 2006, for each of
the named executive officers to decrease the gap between their salaries and those of the size-
adjusted primary peer group. See Column (¢) of the Summary Compensation Table on page 45 for
information regarding the base salary earned by Mr. Lenny and each of our other named
executive officers during 2006. .

Annual Incentive Program

Qur executive officers, as well as other key managerial and professional employees, are eligible to
receive an annual cash incentive -award under the Annual Incentive Program, or AIP, of the
stockholder-approved Key Employee Incentive Plan, or Incentive Plan.

Our philosophy in setting AIP objectives is to link the executive’s payout opportunity directly to
measures he or she most directly can affect. Mr. Lenny and all executive officers reporting directly
to him (including the named executive officers} have common financial objectives tied to total
Company performance consistent with their management of the entire Company and not specific
business units. The Committee emphasizes a limited number of goals to better focus actions on
identified, strategic business objectives. Performance targets are established in the context of our
announced expectations for financial performance, prior year results and market conditions. Year-
over-year performance is emphasized with no incentive compensation granted for results below
prior-year results, little or no incentive compensation payable for missing targets, and a high
degree of leverage to reward above-target performance. ‘

In 2006, participating executive officers other than Mr. Lenny were eligible to earn individual
awards expressed as a percentage of base salary. These percentages ranged between 50% and
70%. The final award was determined by multiplying the executive officer’s base salary, the
applicable target percentage, and a performance score calculated as the sum of the corporate
performance score and an individual performance score. Individual and short-term {annual)
corporate performance objectives are established at the beginning of each year by the Committee.
Separate business unit performance objectives are also established at the beginning of each year

by the Committee for key business unit managerial and professional employees participating in
ATP.

For 2008, the corporate financial objectives for participating executive officers other than

Mr. Lenny were weighted at 756% of the total performance score and the individual performance
objectives were weighted at 25%. Had performance scores éxceeded the objectives for financial
measures and/or individual performance expectations, an individual executive officer might have
received more than his or her target percentage. For executive officers other than Mr. Lenny, the
maximum potential corporate performance score for 2006 was 200% and the maximum potential
individual performance score was 150%.

The corporate performance objectives for-2006 AIP award payments to executive officers other
than Mr. Lenny were based on the following financial.measures: growth in diluted earnings per
share from operations, or EPS (weighted 40%), growth in consolidated net sales (weighted 40%)
and improved margins, as measured by earnings from operations before interest and taxes, or
EBIT (weighted 20%). The actual targets were based on the Company’s 2006 business plan and
goals, which called for earnings and sales growth rates and margin improvement in excess of the
Company’s long-term financial expectations of net sales growth of 3% to 4%, 9% to 11% growth in
EPS and a 90 basis point improvement in EBIT margin.

For Mr. Lenny, the Committee recommended to the independent directors that his final 2006
award be calculated on the basis of a contingent maximum grant of $3 million. An award at the
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maximum was contingent upon his achievement of his 2006 corporate performance goal from
among the corporate performance objectives for the other named executive officers. The maximum
amount for Mr. Lenny reflects the maximum award under the provisions of our Incentive Plan to
ensure that the amount of AIP that might have been paid to him under the AIP would qualify as
tax-deductible performance-based compensation under section 162(m) of the Internal Revenue
Code. The independent members of the Board approved the recommendation of the Committee
regarding Mr. Lenny’s 2006 contingent AIP award.

Since our actual corporate results for 2006 for all three measures fell below the target level,
Mr. Lenny recommended and the Committee concurred that neither he nor any of the executive
officers reporting directly to him, including the narmed executive officers, should receive a
payment under the AIP for 2006. The independent directors approved the Committee’s
recommendation and did not award a 2006 AIP award to Mr. Lenny.

Long-Term Incent;‘ive Program

To date, we have used awards of performance stock units, stock options and restricted stock units
to provide long-term incentive compensation. These awards are made under the long-term
incentive program: of the Incentive Plan.

. 4 . _
Performance Stock Units. Performance stock units, or PSUs, are granted to those executive
officers and other senlor officers in a position to affect the Company’s long-term results. PSUs
have been g‘ranted annually and are earned based upon the Company’s performance over a three-
year ¢ycle, Each year begins a new three-year cycle

At the start of each three-year cycle, a target number of PSUs is established for each executive. - ~
This target is expressed as a percentage of the executive’s annual salary and determined as part .
of a total compensation package based on primary peer group benchmarks. The PSU award
generally represeﬁts one-half of the long-term incentive portion of the total compensation -
package. For the 2006 2008 PSU cycle, the target number of PSUs established for each executive
was adjusted based upon his or her 2005 performance rating. -

At the end of each three-year cycle, the Committee reviews whether the Company has achieved
the established performance ohjectives to determine the percentage of the target number of PSUs -
earned. In deternining whether performance objectives have been achieved, specific adjustments
may be made by tlhe Committee to the Company’s performance to take into account extraordlnary
or unusual items oceurring durmg the cycle. :

For the three-yea'r performance cycle of 2004-2006, the award .was based upon (i) the Company’s
three-year compound annual growth in EPS, measured against the median three-year compound
annual growth in EPS of the high-performing financial peer group and (ii} the cumulative three-
year improvement in the Company’s economic return on invested capital, or E-ROIC, measured
against an internal target. Based upon the Company’s financial performance during the 2004-
2006 cycle of a 10:85% compound annual growth rate in EPS.and three-year E-ROIC of 19.12%,
the Committee determined that 176.0% of the PSUs granted in 2004 were earned. See .

Columns (d) and (e) of the Option Exercises and Stock Vested table on page 51 for more
information regarding PSU awards for the 2004-2006 cycle. At the start of the performance cycle,
the Committee determined that PSUs earned for the 2004-2006 cycle would be payable in cash or
Common Stock or a combination of both cash and Common Stock at the election of the executive.
In 2004, the Committee recommended and the independent directors approved a special R
contingent grantof up to 80,000 PSUs payable to Mr. Lenny at the conclusion of the three-year -
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cycle beginning January 1, 2004, and ended December 31, 2006. The maximum grant of 80,000
PSUs was contingent upon achieving a compound annual growth rate in net sales, excluding sales
generated by acquisitions, of at least 4.5% over that period. The compound annual growth rate of
our net sales, excluding sales generated by acquisitions, exceeded the maximum achievement level
set in 2004 for this award. As a result, the Committee approved payment of the full contingent
grant of 80,000 PSUs to Mr. Lenny as reflected in the Option Exercises and Stock Vested table.

¥

The established-performance measures for PSUs for the three-year cycle beginning in 2006 are the
Company’s three-year compound annual growth in EPS versus the median three-year compound
annual growth in EPS of the high-performing financial peer group, and the Company’s cumulative
three-year improvement in E-ROIC against an internal benchmark. The performance scores can
range from 0% to 250%, with each factor weighted at 50%. These performance measures are
chosen and the metrics set to significantly reward achievement of top-quartile performance
against the high-performing financial peer group and internal targets, and significantly less than
target for below-average peiformance. The three-year cycle reinforces our objective to build and
sustain stockholder value over the long term and serves to retaln executlve talent.

PSUs earned during the 2006-2008 three-year cycle'are payable in shares of Common Stock. The
actual value received by each executive will be dependent upon the market value of the shares at
the end of the cycle and our performance during the three-year cycle. At the time of grant, the
value of each PSU granted in 2006 was $56.30 and was based upon the average of the market
closing prices of our Common Stock each trading day during December 2005. See Columns (f),

(g) and (h) of the Grants of Plan- Based Awards table on page 47 for more information about the
PSUs granted in 2006

Stock Options. Another important element of our long-term incentive compensation program is
the award of stock options. Stock options are designed to align the interests of executives with
those of stockholders. Stock options generally are granted annually to the Company’s senior
executive group as well as to other key managerial and professional employees. Stock options
entitle the holder to purchase a ﬁxed number of shares of Common Stock at a set price during a
spec1ﬁed period of time. Because stock options only have value if the value of our Common Stock
increases, they encourage ef‘forts to enhance long-term stockholder value.

The Committee sets guidelines for the number of stock options to be granted based on the total
compensation package established in relation to the competitive compensation data. In 2006, the
number of stock options granted to our executive officers was determined by multiplying base pay
by the “market-competitive option target level,” divided by the Black-Scholes value. The “market-
competitive option target level” for each position is targeted to be one-half of the rec1p1ent s long-
term incentive compensation target award. The value of an option is determined using the Black-
Scholes option-pricing model, as described in note 15 of the consolidated financial statements
contained in the 2006 Annual Report to Stockholders that accompanies this proxy statement.
Executives performing below expectations did not receive a stock option award in 2006.

Stock options are awarded annually under the Incentive Plan to all eligible recipients; however,
the Committee may elect not to grant stock options in a given year. In order to have flexibility to
provide stock option grants as recruitment, retention, performance recognition or promotion
awards, the Committee is authorized under the Incentive Plan to establish a stock option pool for
use by our CEO for such purposes. The Committee establishes the stock option poo! annually.

The number of stock options allocated to the pool is generall;} 10% of the aggregate number of
options included in the annual grant. Options remaining in the pool at the end of the period do not
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carry over to the following period. The CEQ may not make discretionary grants from the pool to
the Company’s executive officers. Stock option grants from the CEO pool are made one time per
month according to[an annually pre-determined schedule. : ' ‘

.

Stock options granted in 2006 vest ratably over four years and have a 10-year term. As required
by the Incentive Plan, the options have an exercise price equal to the closing market price of the
Common Stock on the New York Stock Exchange on the trading day immediately preceding the
date of grant. As dlscussed elsewhere in this proxy statement, we are proposing that our,
stockholders approve changes to the Incentive Plan at this year’s annual meeting, including the
way the exercise price of stock options is determined. If the changes are approved, the exercise-
price of stock options would be set as the closing price of our Common Stock on the New York
Stock Exchange on the grant date. These changes are described in the response to the next
question below and.in Proposal No. 3 beginning on page 62 of this proxy statement.
See Column (f) of the Summary Compensation Table, Columns (j) through (1) of the Grants of
Plan-Based Awards table, Columns (b) through (f} of the Outstanding Equity Awards table and
Columns (b) and (c) of the Option Exercises and Stock Vested table for more information on stock
options granted to Mr Lenny and the other named executive officers. , . .
Restricted Stock Umts The Committee grants ‘restricted stock unit, or RSU, awards from time to
time as special mcentlves RSUs also are awarded to replace compensation forfeited by newly-
hired executive ofﬁcers and key managers of the Company upon leaving a prior employer to join
Hershey. Each RSU granted under the Incentive Plan equals a share of Common Stock. RSUs
vest if the grant recipient remains in the Company’s employment for a prescribed period of time.
Recipients may elect to receive payment for vested RSUs in cash or in shares of the Company’s
Commeon Stock, net of applicable taxes. The value of an RSU is based upon the closing price of the
Company’s Common Stock on the New York Stock Exchange on the tradmg day immediately
preceding the vestmg date. ‘ , o

' . . T
The Committee is authonzed under the Incentive Plan to allocate a pool of RSUs for our CEC to
use as recrmtment' retention, performance recognition or promotion awards, The Committee
establishés the RSU pool annually. For the past several years, the Committee has allocated
50,000 RSUs to the pool. Such discretionary awards may not be made by the CEO to the
Company's executwe officers. RSUS remaining in the pool at the end of the permd do not carry
over to the following perlod ' o

Retiremeént Benefits

Executive officers participate in the same defined benefit pension and defined contribution 401(k)
plans as do other salaried employees'of the Company. Because the Internal Revenue Code rules do -
not permit the Company to use base salary and other compensation paid above certain limitations
in determining the'benefits earned by the executive officers under tax-qualified plans, the
Company mamtam‘s a Supplemental Executive Retirement Plan, or SERP, and a Déferred
Compensation Plan to provide these and additional benefits. The Company believes that the
SERP and Deferred Compensation Plan help attract and retain executive talent, as similar plans
are often components of the executive compensation programs within our h.lgh -performing
financial peer grou{p K

We redesigned ourretirement plans in 2006 to maintain competitive retirement benefits'while
reducing future Company pension costs. The new program, which took effect January 1, 2007,
includes a higher matching contribution under our 401(k} Plan to encourage and support
retirement savings, a modified defined benefit pension planrthat provides future benefits at a
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reduced rate and is closed for new hires beginning in 2007, and a Company-provided core
contribution into the 401(k) Plan and increased match for new hires. No new participants may be
added to the existing SERP and benefits for those in the SERP are generally reduced under the
new program, Contributions to the Deferred Compensation Plan will be adjusted to reflect the
new program. : : :

See the Pension Benefits table‘and‘accompanying né'rratiire beginning on page 52 and the .
Non-Qualified Deferred Compensation table and accompanying narrative beginning on page 54 for
more information regarding the SERP and retirement benefits.

Executive Perquisites

Executive perquisites are kept by the. Committee to a minimal level and do not play a significant
role in executive compensation. See Column (i} of the Summary Compensation Table for
information regarding the perquisites received by our named executive officers.

Ll

Mr. Lenny and the other named executive officers are,eligible to participate in our Gift Matching
Program on the same basis as other employees and retirees or their spouses. Through the Gift

Matching Program we match contributions made to one or more accredited colleges or universities
on a dollar-for-dollar basis up to a maximum aggregate contribution of $5,000 annually.

Employment Agreements
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We have not entered into employment agreements with any named executive officer other than
Mr. Lenny. We entered into the employment agreement with Mr, Lenny in connection with his
recruitment to the Company in 2001. Our willingness to enter into an employment agreement
with Mr, Lenny was instrumental in our ability to attract him to Hershey, and it is an important
part of our overall current compensation and incentive program for him. :

*

We provide an Executive Benefits Protection Plan, or EBPP, for the named executive officers and

other key management personnel. The terms of the plan generally provide that in the event the

executive’s employment with the Company terminates within two years after a “change in control”

of the Company, the executive is entitled to certain severance payments and benefits. The EBPP

is intended to help us attract and retain qualified management employees and maintain a stable

work environment in connection with a change in control. : !

. . ’
) . . e

Effective ﬁecem‘ber 2£:)', 20.06;'our_Boall'd of Directors apﬁf*ove& amendments to the EBPP that
generally reduced benefits to more closely align them with the benchmark of our high-performing

financial peer group. =

Our Board also approved amendments to Mr: Lenny’s employment agreement to delete the
provision regarding a maximum annual bonus under the AIP, and conform to the benefit changes
in the SERP and Deferred Compensation Plan.

See the discussion beginning on page 56 for.information regarding potential payments due to the
named executive officers in the event of termination of employment or a change in control.
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Have there been any other actions with respect to executlve compensatlon since
the end of 2006" : ‘ SR : :

As descrlbed in Proposal No. 3, the Board has presented an amendment and restatement of our
Incentive Plan for lstockholder approval. If the amended plan, renamed the “Equity and Incentive
Compensation Plan,” is approved, among other things, all of our incentive programs will be
consolidated under one plan and the exercise price for all options granted to our named executive
ofﬁcers in 2007 Wlll be equal to the closmg prlce on the grant date ’

On February 12 2007 the Committée approved 2007 base salaries, 2007 AIP target levels, and -
contingent target grants of PSUs under the Incentive Plan for the 2007-2009 performance cycle
for our executive ofﬂcers other than Mr. Lenny. On February 13, 2007, the Committee made a
recommendation to the independent directors as a group regarding Mr Lenny’s 2007 base salary,
a contingent target maximum grant for the 2007 AIP, and a contingent target grant of PSUs
under the Incentive Plan for the 2007-2009 performance cycle. The mdependent directors as a
group approved the Commlttee s recommendation on February 13, 2007.

For 2007, the base1 salal ies for Mr. Lenny, Ms Arline and Mr Hernqulst were not increased above
" their 2006 levels i 1n light of the Company’s 2006 financial performance. Mr. Bilbrey's base salary
for 2007 was 1ncreased to $400,000 to close the gap between his former base salary and the 50th
and 75th percentlle of the size-adjusted primary peer group and in comparison to'other executlve
officers. Annual and long-term incentive targets for Mr. Lenny, Ms. Arline, Mr. Bilbrey and -

Mr. Hernguist were not increased for 2007. Mr. West’s salary, bonus and long-térm targets were
adjusted in connectlon with his promotion to Executive Vice President, Chief Operating Officer of
the Company, as discussed below.

"
4

In establishing the 2007 AIP, the Commlttee determined that the final AIP award earned by
Mr. Lenny and out, other named executive officers will be based in full upon achievement of
corporate ﬁnanc1al objectives. Achlevement of individual performance objectives will not be a
factor.in determlnlng these AIP payments. We made thls change to focus our executive officers’
efforts on ach1eve11|nent of quantifiable corporate performance measures in keeping with our:
“pay-for-performari;ce” compensation philosophy.

The performance measures and weighting for the 2007 AIP are the same as the 2006 AIP: 40%
based on growth i m net sales, 40% based on growth in EPS and 20% based on improvement in.
EBIT margin. The targets for 2007 -are centered .around'the Company’s publicly-announced -
financial expectatlons for 2007: net sales growth of 3% to-4% per year, m1n1mal improvement in’
EBIT margm and 5 a 7% to 9% i increase in EPS. T . oo

The Commlttee also made chan ges w1th respect to the performance objectlves apphcable to the
2007-2009 PSU award The performance objectives for the 2007-2009 performance cycle are (i) the
Company’s three-year compound annual growth in EPS measured against an internal target
based on the Company s long-term financial goal of 9% to 11% annual growth and (ii) the '
Company’s total stockholder return, or TSR, over the three-year period measured against the TSR
of the hlgh—performmg financial peer group. In making the change to add TSR as a performance
measure, the Commlttee s intent is to more directly align the long-term incentive compensation
.attributable to,thls PSU award to the returns obtained by our stockholders over the performance
period. -4 ;, o . . , \

| ;
The Committee customarlly grants stock options fo executlve officers and various other
management and professwnal employees in February of each year, two to three weeks after the
release of fourth quarter and full-year results that occurs in.late January. In February 2007, the
Committéee elected to delay the grant of stock options until after the 2007 annual meeting of »
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stockholders, when stockholders will be asked to vote on'the amended and restated Incentive
Plan. It is anticipated that the 2007 stock option grant will be made shortly after the annual
meeting and that in 2008, the Company will return to making stock option grants in February.

Have there been any changes to the named executive officers since the end of 2006?

1. " -t 0 ! N

As announced on January 24, 2007, the Board elected David J. West to the position of Executive
Vice President, Chief Operating Officer. Mr. West’s annual base salary, effective January 1, 2007,
was adjusted by the Committee in February 2007 to $650,000 and his annual and long-term
incentive targets were adjusted to competitive market levels based upon input from Towers
Perrin. We added the position of Executive Vice President, Chief Operating Officer to ensure that
we have the breadth of executive leadership in place both to pursue Hershey's strategic growth
opportunities and to deliver on marketplace and financial expectations. Mr. West will also

continue to hold the position of Chlef Financial Officer until his successor in that position is
elected. ¥
In what other ways do we ahgn the interests of executive officers with the interests
of stockholders? S .
The Company believes that requiring executive officers to hold significant amounts of our
Common Stock strengthens the alignment of the executive officers with the interest of
stockholders and promotes achievement of long-term business objectives. We have had executive
stock ownership requirements for well over. 20iyears. In August 2006, these ownership
requirements were modified based upon external market comparisons provided by Towers Perrin,

Executive and appointed officers are required to accumulate the minimum number of shares to
meet their stock ownership level within five years of their election or appointment. For purposes
of this requirement, “shares” include shares of our Common Stock that are owned by the officer as
well as vested RSUs and PSUs that have been deferred by the officer as common stock units
under our Deferred Compensation Plan. Minimum stockholding requirements for executive and
appointed officers range from two to five times base salary. The dollar value of shares which must
be acquired and held equals a multiple of the individual executive’s base salary. The number of
shares to be held is updated whenever a change in base salary occurs.

Position Stock Ownership Level
CEO 5 times base salary
CO0 4 times base salary
CFO 3 times base salary
Executive Officers 3 times base salary
Appointed Vice President Ofﬁcers 2 times base salary

Failure to reach the minimum within the five-year period results in a notification letter to the
executive, with a copy to the CEQ, and a requirement that future stock option exercises be settled
by retaining at least 50% of the shares of Common Stock received until the minimum ownership
level is reached. The Committee receives an annual summary of each individual officer’s
ownership status to monitor compliance.

As of February 20, 2007, the record date for the annual meeting, the value of Common Stock or
deferred PSUs owned by Mr. Lenny exceeded five times his base salary.
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Compensaition Committee Report '

To Our Stockholders

We have rewewed and discussed with management the Compensation Discussion and Analysis,

beginning on page 33. Based on that review and discussion, we have recommended to the Board of

Dlrectors that the. Compensatmn Dlscusswn and Analysw be included in this proxy statement.

t

Submltted by the Compensatlon and Executlve Orgamzatlon Commlttee of the Board of

Dn‘ectors

l
|
!-

The independent mem

to the approval oﬁMr' Lenny’s compensatlon

i

»

Robert H. Campbell, Chair

‘Robert F: Cavanaugh -

Harriet Edelman
Bonnie G. Hill
Mackey J. McDonald

bers of the Board of Directors who are not members of the Compensation
and Executive Orgamzatlon Committee join in the Compensation Committee Report with respect

.
+
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Jon A. Boscia
Gary P. Coughlan
Alfred F. Kelly, Jr.
Marie J. Toulantis




Summary Compensation Table

The following table and accompanying footnotes provide information regarding compensation earned,
held by, or paid to, our Chief (Principal} Executive Officer, Chief (Principal) Financial Officer, and three
of our other executive officers. In 2006, the five executive officers shown below were the most highly
compensated of our executive officers using the methodology for determining “total compensation”™
provided by the SEC. We refer to these five executive officers as our named executive officers.

Summary Compensation Table

Sentor Vice
President, Global
Chief Growth
Officer

- Change in
‘Non- Pension Value
Equity and
Incentive | Nonqualified All
o ! : Plan Deferred Other
Name and Stock Option | Compen- | Compensation | Compen-
Principal Salary!!’ | Bonus® | Awards® | Awards% | sation'® Earnings'® sation™ Total
Position Year| (§) ® % ($) 6] (8 $) (&)
(a) (b} (© (d) (e) n (8 (h) (i) )
R. H. Lenny 2006 | 1,100,000 — 3,230,197 | 4,740,252 — 2,235,355 44,106 11,349,910
Chairman of the
Board, President
and Chief -
Executive Officer
D.J. West 2006 | 485,000 - 269,732 566,407 - 170,425 16,080 1,507,644
Senior Vice " : :
President, Chief
Financial
Officer®
M. K. Arline 2006 375,000 - 278,131 566,647 - 140,412 14,256 1,374,446
Senior Vice
President, Chief
People Officer
dJ. P. Bilbrey 2006 | 370,000 — 225,786 278,677 - 129,060 389,945 | 1,393,362
Senior Vice
President, '
President
International
Commercial
Group . )
T. K. Hernquist 2006 420,000 —_ 418,795 460,261 —_ 121,581 15,754 1,436,391

(1) Column (c) reflects base salary earned during 2006 and includes amounts deferred by the named executive officers in
accordance with the provisions of our 401(k} Plan.

(2)
(3}

As indicated in Column (d), no discretionary bonuses were paid to any named executive officer for 2006.

Column (e)-includes the dollar amount recognized as expense during 2006 for financial statement reporting purposes with

respect to PSU awards held by the executive during 2006 and does not reflect PSU-related payments actually received by the

executive during 2006. Accrued dividends and interest on the 2003-2005 PSU awards that were recognized as expense during

2006 are also included in Column (e). The assumptions we made to determine these amounts are set forth in note 15 to the
Company’s consolidated financial statements included in our 2006 Annual Report to Stockholders that accompanies this
proxy statement. The number and grant date fair value of PSUs awarded each named executive officer for the 2006-2008
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| cycle appear in Columns (g) and (1) of the Grants of Plan-Based Awards table on page 47. The number of shares acquired
and value received in 2006 with res spect to PSU awards made in 2004 appear in Columns (d) and (e) of the Option
Exercises and Stock Vested table. For Ms. Arline, Mr. Bilbrey and Mr. Hernquist, Column (e) also includes the dollar
amount recognized as expense for financial statement purposes in 2006 as a result of prior year RSU awards. The
unvested portion of these RSU awards is included in the amounts presented in Columns (g} and (h) of the Outstanding
Equity Awards table. The number of shares acquired and value received in 2006 by these three executives with respect
to RSU awards that vested in 2006 is included in Columns (d) and {e) of the Option Exercises and Stock Vested table.
(4) Column (f) presents the dollar amount recognized as expense by the Company for financial statement reporting
purpeses with respect to stock options held by the executive during 2006 and does not reflect the value of shares
actually received during 2006 or which may be received in the future with respect to such stock options. As indicated
on the Option Exercises and Stock Vested table, Mr. Lenny, Mr. West, Ma. Arline and Mr. Bilbrey did not receive cash
or stock from the exercise of any option awards in 2006. The assumptions we made to determine these amounts are set
forth in note 15 to the Company’s consolidated financial statements included in our 2006 Annual Report to
Stockholders that accompanies this proxy statement. The number and grant date fair value of stock options granted to
each named executive officer during 2006 appears in Columns {j} and (i) of the Grants of Plan-Based Awards table on
page 47. The amounts realized in 2006 by Mr. Hernquist with respect to options exercised appears in Celumns (b) and
(c) of the Option E{cercises and Stock Vested table.

(5) As shown in Column (g} and discussed in the Compensation Discussion and Analysis, no payments were awarded to

any of the named (T;xecutive officers in 2006 under AIP, our Annual Incentive Program.
(6) Column (h) reflects the change in the actuarial present value of the named executive officer's pension benefit under the

Company’s tax-qualified pension plan and the Supplemental Executive Retirement Plan, or SERP, from the pension
plan measurement date used in preparing the 2005 audited financial statements to the pension plan measurement
date used for the 2006 audited financial statements, determined using the interest rate and mortality rate
assumptions consistent with those used in our 2006 audited financial statements. The named executive officers also
participate in our non-qualified Deferred Compensation Plan under which amounts deferred are credited with
“earnings” based on the performance of indices based on the mutual funds and other investment options available
under our 401(k) Plan. No portion of the "earnings” credited during 2006 was “above market” or “preferential.”
Consequently, no Deferred Compensation Plan earnings are included in amounts reported in Column (h} above. See
the Pension Benefits table and Deferred Compensation table for more information on the benefits payable under the
qualifted pension plan, SERP and Deferred Compensation Plan to the named executive officers.
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{7) All other compensatlon includes 401(k) matching contributions, perquisites and relocation expenses as described
below:

R. H. Lenny $ 37,117 | Personal use of Company aircraft
$ 6,328 | Company match to defined contribution plan
$ 661 | Supplemental retirement contribution

D.J. West $ 8,161 | Company-paid financial counseling
! $ 6,600 | Company match to defined contribution plan
i $ 800 | Reimbursement of personal tax return preparation fee
! $ 519 | Supplemental retirement contribution
M. K. Arline $ 8,204 | Company-paid financial counseling
$ 6,062 | Company match to defined contribution plan
J.P. Bﬂbrey $376,509 | Relocation expenses and related taxes on relocation (See

i footnote 9)

‘[ $ 8,745 | Company-paid financial counseling

) $ 3,401 | Company match to defined contribution plan

_ $ 800 | Reimbursement of personal tax return preparation fee

L $ 494 | Supplemental retirement contribution
$
$
$

T. K. Hernquist

7,865 | Company-paid financial counseling
6,600 | Company match to defined contribution plan
800 | Reimbursement of personal tax return preparation fee
$ 499 | Supplementali retirement contribution

Supplemental retirement contribuiions are made by the Company to the 40i(k) Plan for employees hired after
January 1, 1999, as these employecs are not eligible for Company-subsidized retiree medical coverage. A supplemental
retirement contribution payment was made on behalf of all the named executive officers with the exception of
Mas. Arline.

(8) Mr, West was Senior Vice President, Chief Financial Officer until January 24, 2007, when he was elected Executive
Vice President, Chief Operating Officer. He will continue to hold the position of Chief Financial Officer until his
successor in that poSItmn is elected.
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(9} At the time Mr. Bilbrey joined Hershey in 2003, we agreed to provide certain relocation assistance in connection with the sale

of his residence and move to the Hershey, Pennsylvania area. Mr. Bilbrey sold his prior residence during 2006 and received a
payment of $150,000 to partially offset the loss on sale of his prior residence, $69,675 for moving, storage and closing costs
and $156,834 for reimbursement of certain taxes related to his relocation.

Grants of Plan-Based Awards

The following table and explanatory footnotes provide information with regard to the potential cash
award that might have been earned during 2006 under our Annual Incentive Program, or AIP, and
with respect to each PSU, stock option and restricted stock unit granted to each named executive
officer during 2006 No amounts were earned under the AIP during 2006. ‘ .

| Grants of Plan-Based Awards

2006
: All Other
Alé Other Bptic&r;
. . ' tock wards:
Es[t'lun;;:eg Eﬁ:ﬂ:?le Estimated Possible Payouts g:;'::r Nm;lfber Exercise | Closin: %:?:.1 '{rgi:::

Non-Equity Incentive Under Equity Incentive Plan of Securities| or Base Marke% of Stock

| Plon Awards® Awards® Shares | Under- { Price of [Price on and

Thres{ Thres. Maxi- |of Stock | lying Option | Grant Option

Grant | hold |Target Maximum| hold Target mum | or Units [ QOptions'Y jAwards!®| Date® | Awards®

Name Datet® | (3$) ($) ($) #) ) €2} @ # (3/8h) | {%/Sh) 3]

{(a) (b) (e) (d) (e) (£} (g) (h) (i) 4} (k) 0
R. H. Lenny 2/16/2006 - -~ 3,000,006 5,495 54,950 | 137,375 - - — | - | 3093685
2/16/2008 - - - — — — - 167,150 52.30 53.00 | 2,365,108
D. J. West 2/16/2006) 7,639 (339,600[ 636,563 1,010 10,100 25,250 - - - - 568,630
2/16/2006 — — — — — — — 29,050 52.30 53.00 437,203
M. K. Arline 2/16/2006] 5,063 [225,000( 421,875 720 7,200 18,000 - - — - { 405,360
2/16/2006|  — — — - - — - 20,450 52.30 53.00 307,773
dJ. P. Bilbrey 2/16/2006| 4,995 1222,000( 416,250 685 6,850 17,125 - - - - 385,655
2/16/2006 — — — - - — — 19,700 52.30 53.00 206,486
T. K. Hernquist }2/16/2006] 6,615 {294,000 551,250 660 6,600 16,500 - - — - 371,680
: 2/16/2006 — — — — — — — 24,300 52.30 53.00: 365,715

(1)

(2)

Addendum to Grants of Plan-Based Awards Table

Estimated Possible Payouts Azc(:?xfal
Under Non-Equity Non-Equity
Incentive Plan Awards Incentive
Thres- Plan -
Grant hold | Target | Maximum Awardi®
Name Date (%) ($) ($) ($)
R. H. Lenny 2/16/2006 0 @ |_ 3,000,000 ¢
D. J, West 2/16/2006 7,639 | 339,500 636,563 4]
M. K. Arline 2/16/2006 | 5,063 | 225,000 | 421,875 1]
J. P. Bilhrey 2/16/2006 | 4,995 | 222,000 | 416,250 0
T. K. Hernquist 2/16/2006 | 6,615 | 294,000 551,250 ¢

All awards presented were made in accordance with the Company’s stockholder-approved Incentive Plan. Dates listed in
Column (b) represent the Grant Date for PSUSs reflected in Columns (f), {g) and (h} and the stock options listed in Column (j).

As was discussed in the Compensation Discussion and Analysis and as presented in the final column of the Addendum to
Grants of Plan-Based Awards Table, no AIP payments were earned by or paid to the named executive officers for 2006
performance. The amounts shown in Columns (¢}, (d) and (e) represent the threshold, target and maximum potential
amounts that might have been payable based on the AIP targets approved for the named executive officers in February 2008.
The amount for Mr. Lenny reflects a maximum contingent award made in February 2006 under the provisions of our AIP.
The maximum contingent award is intended to ensure that the amount of AIP that might have been paid to him would
qualify as tax-deductible performance-based compensation under section 162(m) of the Internal Revenue Code, Although no
amount was awarded to Mr. Lenny for 2006 performance, an award would have been based on factors similar to those
applied to other named executive officers.
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For the named executive officers other than Mr. Lenny, the threshold amount is the amount that would have been
payable had the minimum level of performance been achieved. Target is the amount payable had the business

~ performance and 1nd1v1dual ohjectives been achieved at 100%. The maximum amount reflects the highest amount

payable for max1mum performance of 200% of business performance objectives and 150% of individual performance
ohjectives. i

The number of units presented in Columns (), (g) and (h) represent PSUs granted for the 2008-2008 cycle. Each PSU
represents the valiie of one share of our Common Stock. The number of PSUs earned will depend upon achievement
against two equally-weighted performance measures: the Company’s three-year compound annual growth in EPS as
compared to the medlan three-year compound annual growth in EPS of our hlgh—performmg financial peer group and
our cumulative, three-year improvement in E-ROIC against our internal benchmark. The minimum award is payable
at achievement of 10% of target, as shown in Column (f} and the maximum award is payable at achievement of 250% of
target as shown in Column (h). The actual number of PSUs earned by any of the named executive officers will not be
known until the conclusion of the three—year cycle on December 31, 2008. PSUs earned from the 2006-2008
performance cycle will be paid only in shares of our Common Stock. More information regarding PSUs and the 2006
award can be found in the Compensation Discussion and Analysis and the following Qutstanding Equity Awards table.

The number of opt_ions awarded to each named executive officer was calculated as one-half of the executive's long-term
incentive target percentage times his or her 2006 base salary divided by the Black-Scholes value of $15.05 for each
option. The Black-Scholes value is based on the $52.30 exercise price for these options determined as the closing price
of the Company's Common Stock on February 15, 2006, the tradmg day immediately preceding the grant date, as
required by the Incentive Plan.

All option awards granted by the C ompany have a 10-year term, subject to earlier expiration in the event of
termination of employment and vest in 25% increments over four years, beginning on the first anniversary of the

- grant date, subject'to acceleration in the event of a change in control of the Company and continued vesting in the

event of retirement, death or disability.

More information regarding stock options and the 2006 award can be found in the Compensation Discussion and
Analysis and the following Outstanding Equity Awards table.

These columns pre.sent the exercise price for each option award based upon the closing price of the Company’s
Common Stock on the New York Stock Exchange on the trading day immediately preceding the grant date shown in

“Column (b), as reqmred by the Incentive Plan and, as required by the SEC rules, the closing price on the grant date.

Column (1) presunt‘.s the aggregate grant date fair value of the target number of PSUs reported in Column (g) and the
stock options reported in Column (j), as determined in accordance with SFAS No. 123R. The assumptions used in
determining these' amounts are set forth in note 15 to the Company s consolidated financial statements inctuded in our
2006 Annual Repurt to Stockholders that accompanies this proxy statement.
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Qutstanding Equity Awards o 1. K

The following table provides information regarding unexercised stock options and unvested stock
awards held by our named executive officers as of December 31, 2006. All values in the table are based
on a market value for our Common Stock of $49.80, the closing price of our Common Stock on
December 29, 2006, the last trading day of 2006, as reported by the New York Stock Exchange.

' Outstanding Equity Awards
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As of December 31, 2006 ‘
B Option Awards!? Stock Awards
Equity
Equity |Incentive
Incentive Plan
Plan Awards:
- Awards: | Market
‘ Equity Number |or Payout
Incentive Number| Market of Value of
Plan of Value of |Unearned |Unearned
Awards: Shares | Shares | Shares, | Shares,
Number of | Number of | Number of or Units | or Units | Units or | Units or
Securities Securities Securities of Stock | of Stock | Other Other
Underlying | Underlying | Underlying That That Rights Rights
Unexercised| Unexercised |[Unexercised| Option Have Have at at
Options® Optiong® Unearned |Exercise Ogtion Not Not Have Not | Have Not
. #* Options Price |Expiration|Vested®| Vested® ; Vested® | Vested™
Name Exercisable |Unexercisable #) (8) x%ate (#) ()] (#) (8}
. (s} {b) (c) (d) (e} (f) (g) (h) (i) G}
R. H. Lenny — 167,160 - 52.300 | 02/15/2016 | 145,000 | 7,373,060[ 54,950 | 2,736,610
38,600 118,800 - 61.700 | 02/14/2015 — —| 88,850 1,934,730
96,650 96,650 - 39,445 | 02/15/2014 — — - -
68,175 22,726 - 32.450 | 02/10/2013 - - - -
86,475 28,825 - 32.250 | 02/02/2013 - - - -
3,600 - - 34.845 | 02/12/2012 - - - -
219,200 - - 34.655 | 01/21/2012 - - —_ -
736,400 - - 32,326 | 03/11/2011 — - — -
Total ...1,250,000 | _ 424,050 - — —.|.145,000 | 7,373,060 93,800 | 4,671,240
D. J. West - 29,050 — 52,300 | 02/15/2016| 18,000 915,276| 10,100 502,980
9,800 29,400 - 61.700 | 02/14/2015 - — 7,200 368,560
1,500 4,500 - 55.540 | 12/31/2014 — - - -
27,050 27,050 — 37.755 | 02/01/2014 - - - —
48,075 16,025 - 32.250 | 02/02/2013 - - - -
25,000 - - 34,655 |01/21/2012 - - - -
5,000 - - 29.515 | 05/20/2011 —_ - - -
Total 116,426 106,025 — —_ — | 18,000 | 915,276| 17,300 861,540
M. K. Arline - 20,450 - 52,300 | 02/15/2016 | 16,500 | 838,853 7,200 358,560
4,438 13,312 - 61.700 | 02/14/2015 3,750 192,450 5,500 273,900
13,100 13,100 — 37.7556 | 02/01/2014 - — — -
35,175 11,725 - 32.250 | 02/02/2013 - - - —
19,010 — — 34.655 | 01/21/2012 - — — -
7,800 - - 29.250 | 01/09/2011 - - - —
7,600 — — 22.500 | 01/12/2010 - - - -
15,000 - - 30.750 | 0L/18/2008 —_ - — -
Total 102,023 58,087 — — — |_20,250 1,031,303 12,700 832,460
dJ. P. Bilbrey —_ 19,700 - 52,300 | 02/15/2016 | 15,000 | 762,594 6,850 341,130
3,938 11,812 - 61.700 | 02/14/2015 3,750 192,450 4,900 244,020
12,300 12,300 — 37.755 | 02/01/2014 — - - -
156,500 7,750 — 38.850 | 11/30/2013 — - - -
Total 31,738 51,562 — —_ — | 18,760 955,044| 11,750 585,150
T. K. Hernguist - 24,300 — 52.300 | 02/15/2016 | 18,250 | 927989 6,600 328,680
8,713 26,137 — 61.700 | 02/14/2015 | 10,000 | 517,050 6,400 318,720
13,750 13,750 — 37.755 | 02/01/2014 — — - -
30,650 18,550 - 32.230 | 04/27/2013 - - - —_
Total 53,113 82,737 — — — | 28,260 |1,445,039| 13,000 847,400
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Columns (b) through (f) present information about stock options awarded to each named executive officer under the
Incentive Plan. Except as otherwise described in these footnotes, each option vests as to 26% of the shares on each of
the first four anniversaries of the grant date, subject to earlier vesting in the event of a change in control. Upon

termination of employment, vested options must be exercised and unvested options are cancelled, except in the case of |

retirement, deat}} or disability in which case the options continue to vest as scheduled and may be exercised for up to-
five years after termination of employment. if termination occurs within two years after a change in control for any
reason other than for cause or by the executive without good reason, vested options may be exerclsed for one year a.fter
termination. No option may be exercised after its expiration date.

Options listed in Column (b) are vested and may be exercised by the executive at any time subject to the terms of the

stock option. .j

Qptions listed in Column {c) have not vested as of December 31, 2006. The following table provides information with
respect to the dates on which these options are scheduled to vest, subject to continued employment (or retirement,

death or dlsablllty) and to acceleration in the event of a change in control.

' ! \l;::t'::; Number of Options Vesting
Grant Date Dates R. H. Lenny | D. dJ. West | M. K. Arline | J. P. Bilbrey | T. K. Hernquist
.| 02/16/2006 02/16/2007 39,288 7.263 5,113 4,925 6,075
02/16/2008 35,288 7,263 5,113 4,925 6,075
B 0Z/16/2009 35,287 7,262 5,112 4,925 6,075
R 02/16/2010 39,287 7,262 5,112 4.925 6,075
02/15/2005 ., 02/15/2007 39,600 9,800 4,438 3,938 8,713
02/15/2008 39,600 9,800 4,437 3,937 8,712
o | 02A15/2009 39,600 9,800 4,437 3,937 8,712
01/01/2005 01/01/2007 - 1,600 - — —
- 01/01/2008 — 1,500 - - -
_ 01/01/2000 | — 1,500 - - -
02/16/2004 ' 02/16/200% 48,275 — - - -
b | 02/16/2008 48,275 — — _ — —
02/02/2004 02/02/200% — 13,525 6,550 6,150 6,875
| _02/02/2008 — 13,525 6,550 6,150 6,875
_12/01/2003 ~}-.12/01/2007 _ = = - 7,750 =
~04/28/2003 . | -04/28/2007__ - = = — 18,550
-02/11/2003 o 02/11/2007 22,725 - — — —
02/03/2003 1 _02/03/2007 28,825 16,025 11,725 - -
Total per |
Executive i 424,050 106,025 058,687 51,662 82,737
1

For Mr. Lenny, Column (g) includes PSUs earned with respect to the 2003-2005 performance cycle which vested on his
55t birthday, January 5, 2007. Mr. Lenny is not eligible to receive payment for the 2003-2005 performance cycle PSUs
until his retirement or during first quarter 2009, whichever comes earlier.

t .
For Mr. West, Column (g) includes PSUs earned with respect to the 2003-2005 performance cycle which will not vest
until December 31, 2008.

Column {g) for Ms. Arline includes 16,600 PSUs earned with respect to the 2003-2005 performance cycle which will
vest on her 55% birthday, in March 2007. Ms. Arline is not eligible to receive payment for the 2003-2005 performance
cycle PSUs until her retirement or during first quarter 2009, whichever comes earlier. For Ms. Arline, Column (g) also
includes 3,750 unvested RSUs awarded Ms. Arline on August 8, 2005 which will vest in increments of 1,250 units on
August 8, 2007, August 8, 2008 and August 8, 2009.

Column (g) for Mr! Bilbrey includes 15,000 PSUs earned with respect to the 2003-2005 performance cycle which will
not vest until December 31, 2008 and 3,750 unvested RSUs awarded Mr. Bilbrey on August 8, 2005 which will vest in
increments of 1, 250 units on August 8, 2007, August 8, 2008 and August 8, 2009,

Column (g) for Mr. Hernquist includes 18,250 PSUs earned with respect to the 2003-2005 performance cycle which will
not vest until December 31, 2008 and 10,000 unvested RSUs awarded Mr. Hernquist in 2005 and 2004. These RSUs
will vest in increments of 2,500 units on February 28, 2007, February 28, 2008 and February 28, 2009 and in
increments of 1,250 units on June 16, 2007 and June 16, 2008.
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(5) Column (h) contains the value of the PSUs and RSUs reported in Column (g) using a price per share of our Common
Stock of $49.80, the closing price of our Common Stock on the New York Stock Exchange on December 29, 2006, the
last trading day of 2006. Column (h) also includes accrued dividends and interest through December 31, 2006 on the
PSUs and RSUs included in Column {(g). Accrued dividends and interest will be paid in cash upon vesting.

(6) For each named executive officer, the first number in Column (i) is the target number of PSUs awarded for the 2006-
2008 performance cycle and the second number is the target number of PSUs awarded for the 2005-2007 performance
cycle..The number of PSUs.earned, if any, will be determined at the end of the performance cycle. The 2006-2008 cycle
ends on December 31, 2008. The 2005-2007 cycle ends on December 31, 2007. Based on progress to date against goals,
the Company is accruing expense for these two performance cycles at levels that are above threshold, but below the
target goals set at the start of the three-year performance cycles. The actual number of PSUs earned may be moré or
less than the amount reflected in Column (i). '

(7} Column (j) contains the value of the PSUs reported in Column (i) using a price per share of our Common Stock of
$49.80, the closing price of our Common Stock on the New York Stock Exchange on December 29, 2008, the last
tradmg day of 2006.

Option Exerclses and Stock Vested

The followmg table and explanatory footnotes prowde information with regard to amounts paid to
or received by our named executive officers during 2006 as a result of the exercise of stock options
or the vesting of stock awards.

Option Exercises and Stock Vested

2006
Option Awards® Stock Awards®
Number of Shares Value Number of Shares Value
Acquired on Realized Acquired on Realized

oot Exercise, on Exercise esting on Vesting

Name (#) %) (#) (%)

" (&) ) (b} _ {c) _ (d) (e)
R.H. Lenny . | — - 91,168 4,592,132
) . - 80,000 | 4,029,600
D.J. West' g . — | 18,040 908,675
M. K. Arline — - 12,496 629,424
e , . 12504 66,575
J. P. Bilbrey ' - = 11,792 - 593,963
L ' _ 1,2500 | 66,575
T. K. Hernquist 20,000 416,877 13,024 656,019
3,750(" 202,825

(1) Column (b) is the number of stock options exercised by the named executive officer during 2006 and Column {c) is the
market value at the time of exercise of the shares purchased less the exercise price paid.

(2) Ceolumn (d) includes the number of PSUs from the 2004-2006 cycle that ended on December 31, 2006 that
was determined by the Committee, or by the independent members of sur Board in the case of Mr. Lenny, to be earned.
These PSUs were paid in February 2007. For Mr. Lenny, Column (d) also includes a special grant of 80,000 PSUs made
.+ in 2004 for a cycle that ended December 31, 2006 that were determined by the independent directors to be earned and
’ were pald in February 2007, In accordance with the PSU award, each PSU represents one share of our Common Stock
. ‘valued at $50.37, the December 2006 average closing price of our Common Stock. For Ms. Arlme Mr. Bilbrey and
" Mr. Hernqulst Column (d) also includes the number of RSUs that vested in 2006 as a result of prior year awards

(3) Ms. Arline chose to defer receipt of the PSUs that were payable to her from the 2004-2006 PSU cycle. The gross
number of shares payable to her, 12,496, was reduced by required tax withholdings, and the net amount, 12,154
shared; was deferred. Ms. Arline'elected to receive these deferred shares in a single pay’ment upon retirement or
separatmn from the Company. ‘ :

2006 of a pro rata portion of the RSU awards granted to them in 2005. Required tax withholdings were deducted from
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(4) Ms, Arliné and Mr. Bilbrey each received 1,250 shares of Common Stack in 2006 as payment upon vesting on August 8,
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the share paymeﬁt, following which Ms. Arline and Mr. Bilbrey each received 883 shares. On the vesting date of these
RSUs, Ms. Arline and Mr. Bilbrey each received a cash payment of $1,225, equivalent to dividends that would have
been earned on these RSUs during the vesting period. Column (e) reflects the market value of the 1,250 shares on the
vesting date and f.he cash equivalent of dividends paid on the vesting date.

(5) Mr. Bilbrey chosé to defer receipt of the PSUs that were payable to him as a result of the 2004-2006 PSU cycle. The
gross number of shares payable to him, 11,792, was reduced by required tax withholdings, and the net amount, 11,471
shares, was deferred Mr. Bilbrey elected to receive these deferred shares in a single payment upon retirement or
separation from the Company.

(6) Mr, Hernquist chose to defer receipt of the PSUs that were payablelto him from the 2004-2006 PSU cycle. The gross
number of sharesl payable to him, 13,024, was reduced by required tax withholdings, and the net amount, 12,683 |
shares, was deferred. Mr. Hernquist elected to receive these deferred shares in a single payment in 2009.

(7) On February 28, 5006, 2,500 RSUs awarded to Mr. Hernquist in 2005 vested. On June 16, 2006 an additional 1,250
RSUs awarded to Mr. Hernquist in 2004 vested, For both of these awards, Mr. Hernquist elected to receive immediate
payment upon vestmg in cash rather than in shares, The value of the RSUs paid to Mr. Hernquist was based on the
closing price of the Company’s Common Stock on the trading days immediately preceding the vesting dates. Required
tax mthholdmgs were deducted from the payments, and a total of $136,726 was distributed to him. In addition,

Mr. Hernquist recewed cash payments equivalent to dividends that would have been earned on these RSUs during the
vesting periods totahng %4,713. Column (e} reflects the market value of the 3,750 shares realized by Mr. Hernquist on
the vesting date z.and the cash equivalent of dividends paid on the vesting date.

Pension Benefits )

Each of the named executive officers was eligible in 20086 to participate in our tax-qualified

defined benefit pension plan and our non-qualified SERP. The combined plans were designed to
provide a benefit on retirement at or after reaching age 60 based on a joint and survivor annuity
equal to 55% of final average compensation for an executive officer with 15 or more years of
service (reduced pro rata for each year of service under 15). With the exception of Mr. Lenny, !
whose eligibility for a SERP benefit is described below, no benefit is payable under the SERP if
the executive officer terminates employment prior to age 55 or if he or she does not have ten years,
of service with the Company, five of which were in a SERP-eligible position. As of December 31,
2006, none of the named executive officers had reached age 55. Benefits in our tax-qualified plan
vest after five years of service.

Final average compensation is calculated as the sum of the highest annual average of base salary
paid or accrued over any consecutive 36-month period, and the highest annual average of AIP paid
or accrued over any five consecutive calendar years, during the most recent ten years. The benefit
accrued under the SERP is payable upon retirement it a lump sum or life annuity with 50%
benefit continuation to the participant’s surviving spouse. If selected by the participant, the lump
sum is equal to the actuarial present value of the joint and survivor pension earned, reduced by
the lump sum value of the benefits to be paid under the tax-qualified pension plan and the value
of the executive’ s Social Security benefits. If the executive officer terminates employment after age
55 but before age 60, the benefit is reduced at a rate of 5% per year for the period until the
executive would have turned 60.

Our employment agreement with Mr. Lenny contains special provisions relating to his vesting
and the calculation of his benefit under the SERP in recognition of the impact a mid-career change
in jobs has on the long-term accrual of retirement benefits. Under the employment agreement,

Mr. Lenny is fully vested in his acerued SERP benefit; however, he would have forfeited his SERP
benefit had we terminated his employment for cause or had he terminated his employment
without “good reason” before his 55t birthday on January 5, 2007. Additionally, he was effectively
credited with two years of service for each year of service from his hire date through his 55t
birthday. He will earn a benefit at an annual rate of 3.5% from age 55 to age 60. This formula
produces a benefit at age 55 based on 37.5% of his final average compensation and of 55% of his
final average compensation at his 60t birthday.
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The following table and explanatory footnotes provide information regarding the present value of
benefits accrued under the tax-qualified defined benefit pension plan and the SERP for each named
executive officer as of December 31, 2006. The amounts shown for the SERP reflect the reduction for
the present value of the benefits under the tax- qualified pension plan and Social Security benefits.

Pension Benefits

2006
Number of Years | Present Value of | Payments
Credited Accumulated | During Last
Service Benefit! Fiscal Year
Name Plan Name (#) ($) ($)
(a) {b) (c) {d) (e)
R. H. Lenny® | The Hershey Retirement Plan 6 91,627 —
for Salaried Employees
Supplemental Executive 10.2 11,816,280 —
Retirement Plan
D. J. West The Hershey Retirement Plan 6 93,646 -
: for Salaried Employees
Supplemental Executive 6 824,520 —
Retirement Plan N
M. K. Arline The Hershey Retirement Plan 25 520,919 —
for Salaried Employees
Supplemental Executive 25 2,981,769 —_
Retirement Plan
J. P. Bilbrey The Hershey Retirement Plan 3 36,602 -
for Salaried Employees .
Supplemental Executive 3 329,311 —
L Retirement Plan L .
T. K. Hernquist | The Hershey Retirement Plan 4 53,563 -
for Salaried Employees
Supplemental Executive 4 556,678 -
Retirement Plan

(1) These amounts have been calculated using interest rate, mortality and other assumptions consistent with those used for
financial reporting purposes as set forth in note 12 to the Company’s consolidated financial statements included in our 2006
Annual Report to Stockholders which accompanies this proxy statement. The actual payments would differ due to plan
assumptions. The amounts are based on final average compensation of each named executive officer under the terms of the
SERP as of December 31, 2006:

Final Average Compensation
_ . Name ($)
R. H. Lenny 2,828,751
D. J. West 771,117
M. K. Arline 602,754
dJ. P. Bilbrey 568,756 N
T, K. Hernquist 646,194
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During 2006, the SERP was amended to provide that no new individual will participate in the SERP after October 2,
2006 and the benefits under the plan were amended effective January 1, 2007. The 2006 amendment reduces the final
lump sum for exeutives who have reached age 50 as of January 1, 2007 by 10% {Mr. Lenny, Ms. Arline and
Mr. Bilbrey), and by 20% for those not age 50 on that date (Mr. West and Mr. Hernquist). Under the amended plan, no
benefit is payable under the SERP if the executive officer (other than Mr. Lenny, who was age 55 on January 5, 2007)
terminates employment prior to age 55 or if he or she does not have five years of service credited under the SERP,

i 1
As a result of the amendment, final average compensation is based on the average of the highest three calendar years’
base salary received over the last five years of employment plus the average of the highest three calendar year awards

under the AIP over the last five years of employment. The benefit accrued under the SERP as of January 1, 2007 is
payable only in a lump sum following retirement. Other provisions of the SERP were not impacted by the restatement.

The following table shows how the amendment affected each named executive officer’s accrued benefit:
1
i

| Present L. Change Present

‘ Value of Reduction in Due to Value of

| Accumulated Benefit Final Accumuiated

i Benefits as Percentage Amount Average Benefits as

X of December 31, of of Compen- of January 1,

i 2006 Reduction Reduction sation 2007

Name . ($) (%) ($) ($) (5}

R. H. Lenny 11,816,280 10% (1,363,043) 1,814,147 12,267,384
D. J. West , 824,520 20% (194,271) . 146,834 777,083
M. K. Arline 2,981,769 10% (339,760) 415,834 3,057,843
J.P.Bilbrey || . 329,311 10% (39,930) 69,992 359,373
T.K I‘-Iernquistj 556,578 20% (131,690) 101,772 526,760

(2) Our employment ag‘reeme.nt with Mr. Lenny provides for more rapid accrual under the SERP, His 5.8 years of service
are equivalent to 10 2 years of service under the SERP.

Non-Qualified Deferred Compensation

Our named execu‘tive officers are eligible to participate in The Hershey Company Deferred
Compensation Plan. The Deferred Compensation Plan is a non-qualified plan that permits
participants to defer receipt of compensation otherwise payable to them. The Deferred
Compensation Plan is intended to secure the goodwill and loyalty of participants by enabling them
to defer compensatlon when the participant deems it to be beneficial to do so and by providing a
vehicle for the Company to provide on a non-qualified basis contributions which could not be made
on the participant’s behalf to the tax-qualified 401(k) Plan.

Our named executive officers may elect to defer payments to be received as a result of AIP, PSU
and RSU awards (but not stock options). Amounts deferred are credited to the participant’s
account under the Plan. As of January 1, 2007, participants may defer benefits payable under the
SERP. Also, begmmng on January 1, 2007 we will credit the named executive officers’ deferred
compensation accounts with the amount of employer matching contributions that exceed the
limits established by the Internal Revenue Service for contribution to the 401(k) Plan. Amounts
deferred are fullyL vested and will be paid at a future date or at termination of employment, as the
participant may elect

Payments are distributed in a lump sum or in annual installments of up to ten years. Effective
January 1, 2007, distributions may be paid in annual installments of up to 16 years. All amounts
are payable in a lump sum following a change in control. All elections and payments under the
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Plan are subject to compliance with section 409A of the Internal Revenue Code which may limit

elections and require a delay in payment of benefits in certain circumstances.

While deferred, amounts are credited with “earxiings” as if they were invested as the participant
elects in one or more investment options available under the Plan. The investment options under

the Plan consist of investment in shares of our Common Stock or in mutual funds or other
investments available to participants in our 401(k) Plan. The participants’ accounts under the
Plan will be adjusted from time to time, up or down, depending upon performance of the

investment options elected.

The following table sets forth inform'ation-relating to the activity in the Deferred Compensation
Plan accounts of the named executwe officers durmg 2006 and the aggregate balance of the

accounts as of December 31 2006

v

Non-Quahﬁed Deferred Compensatlon

2006
Executive . |, l Aggregate Aggregate
Contributions in Reglstrant Earnings in Aggregate Balance at -

Last Fiscal Contributions in Last Fiscal Withdrawals/ Last Fiscal
- Year®) Last Fiscal Year Year® Distributions Year-End®

Name ($) %) (% % (€}

(a) (b} {c) (d) (e) ()
R. H. Lenny - - (516,455) — 9,160,821
D. J. West — — 3,079 (1,119,638 203,113
M. K. Arline 176,655 - (10,407) — 419,348
dJ. P. Bilbrey = — — —_ —
T. K. Hernquist 448,292 - (11,783) - 1,470,529

(1) Column (b) reflects amounts that otherwise would have been received by Ms. Arline and Mr. Hernquist during 2006 as
payment of 2005 AIP awards, but which were deferred under the Deferred Compensation Plan. These deferred 2005

AIP awards for Ms. Arline and Mr. Hernquist are not included in the Summary Compensation Table.of this proxy

statement.

The amount deferred by Ms. Arline, $176,655, is a portion of the net amount after.required taxed were deducted from

her 2005 AIP award. This amount was a portion of the value included as a 2005 “bonus” in the Summary

Compensation Table included in our proxy statement dated March 14, 2006 that was payable to her on March 3, 2006

for services rendered in 2005.

The amount deferred by Mr. Hernquist, $448,292, is the net amount after required taxes were deducted from his 2005

AIP award..This amount is included as a 2005 “bonus” in the Summary Compensation Table included in our proxy
statement dated March 14, 2006 and would have been payable to Mr. Hernquist had he not deferred payment on

March 3, 2006 for semces rendered in 2005

(2) Column (d) reflects the amount of adjustment made to each named executive ofﬁcer s account during 2008 to reflect

the performance of the investment options chosen by the officer. Amounts in parenthesis indicate a loss.
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(3) Column (f) reﬂects the agg‘rf_gate balance credited to each named executwe officer as of December 31, 2006. The
follewing table lndlcates the portion of the balance that reflects amounts disclosed in a Summary Compensatmn Table
included in our proxy statements in previous years.

v . Amount Reported in Previous Years
P Name ' 5 ' (8

R.H. Lenny 11378156

D. J! West _ L . 148,708

M. K. Arline X e ' 233,511

J. P! Bilbrey : _

T. K, Hernquist . . 1,227,333,

. i o - N ! [ N ¢ - ’
(4) In 2006, Mr. West l‘eceived paymert for 18,770 previously deferred RSUs and the accumulated earnings on those
RSUs since the date of deferral. These RSUs were granted on May 21, 2001 and vested on January 2, 2002. At the time
of vesting, Mr. West elected to defer recelpt of these umts untﬂ J anuary 2006

o SRt *

Potential Payments Upon Termination or Change in Control

We have entered 1nto an emplov“ment agreement with Mr. Lenny and imaintain plans covenng our
executive officers that will require us to provide incremental compensation in the event of
involuntary ternnnatmn of employment or a change in control ‘We describe these obligations
below o

Overview

We entered into an employment agreement with Mr. Lenny at the time he joined Hershey in 2001
The agreement has a term of three years and renews da11y The agreement provides for

Mr. Lenny’s employment as our Chairman of the Board, President and Chief Executive Officer,
contains provisions relating to his responsibilities, compensation, confidentiality and
non-solicitation commitments and agreements, and payments if any, to be made to him upon
termination of em};)loyment ‘ -

Mr. Lenny and our other named executiveofficers participate in the EBPP, as amended effective
December 29, 2006. The plan is intended to help us attract-and retain qualified management
employees and mamtam a stable work environment by making a provision for the protection of
covered executives in connection with a change in control of Hershey or termination of
employment under certam c1rcumstances s i

L
b

Each of our named executive officers also has entered into a participation agreement in ¢onnection
with the receipt of| long-term incentive compensation awards such as stock options and PSUs."The
participation agreement obligates the executive officer to not disclose or misuse our confidential
and proprietary information. In addition, any executive officer eligible to participate in the SERP
agrees that while employed and for three years after termination of employment for any reason,
he or she will not Jmn or otherwise become involved w1th a domestic or worldwide business that
competes in any of' our primary product lines. 3

Termination of emi)loy'ment and a change in control also impact PSUs, RSUs and stock option
awards we have m;ade, as well as benefits payable under our employee benefit plans.

The following dichssion takes ¢ach termination of employment situation — voluntary resignation,
discharge for cause death, disability, discharge without cause, and resignation for good reason —
and a change in control of the Company, and describes the add1t10nal amounts, if any, that the
Company would pay or provide to the named executive officer or the officer’s beneficiaries as a
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resutlt. The discussion below and the amounts shown reflect certain assumptions we have made in
accordance with SEC rules. These assumptions are that the termination.of employment or change
in control occurred on December 31, 2006 and that the value of a share of our Common Stock on
that day was $49.80, the closing price on the New York Stock Exchange on December 29, 2006,
the last trading day of 2006.

In addition, in keeping with SEC rules, the foilowing discussion and amounts do not include
payments and benefits which are not enhanced by the termination of employment or change in
control. These payments and benefits include: . . .

* benefits accrued under the Company’s tax-qualified 401(k) Plan and pension plan in
which all employees participate;

e accrued vacation pay, health plan continuation and other similar amounts payable when
employment terminates under programs applicable to the Company’s salaried employees
generally;

¢ vested benefits accrued under the SERP and account balances held under the Deferred
Compensation Plan as described above beginning on pages 52 and 54; and

» stock options which have vested and become exercisable prior to the employment
termination or change in control.

The payments and benefits described in the four bullet points above are referred to in the
following discussion as the executive officer’s “vested benefits.”

Voluntary Resignation

We are not obligated to pay amounts over and above vested benefits to a named executive officer
who voluntarily resigns. Vested stock options may not be exercised after the named executive
officer’s resignation date. Mr:.Lenny’s. SERP benefit would have been subject to forfeiture if he
voluntarlly resigned on December 31, 2006.

Discharge for Cause

If we terminate a named executive officer’s employment for “cause,” we are not obligated to pay
the officer any amounts over and above the vested benefits. The named executive officer’s right to
exercise vested options expires upon discharge for cause, and amounts otherwise payable under
the SERP are subject to forfeiture at the Company’s discretion. Had Mr. Lenny’s employment
been terminated for “cause” on December 31, 2006, his SERP benefit would have been forfeited in
accordance with his employment agreement. In general, a discharge will be for “cause” if the
executive has intentionally failed to perform his or her duties or engaged in 111ega1 Or gross
misconduct that harms the Company.

Death or Disability

If an executive officer other than Mr. Lenny dies and has not met the vesting requirements to be
eligible to receive a benefit from the SERP, no benefits are paid. Except for Mr. Lenny, none of the
named executive officers were vested in their SERP benefit as of December 31, 2006. No benefits
would be paid as of December 31, 2006 in the event of the death of any of our named executive
officers other than Mr. Lenny. '

A maximum monthly benefit of $35,000 is provided for our CEQ and $25,000 for all other named
executive officers in the event of disability. Disability benefits are payable until age 65. Disability
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benefits are offset 'by other benefits such as Social Security. The maximum amount of the monthly
disability payments from all sources assuming disability on December 31, 2006, is set forth in the
table below and also shows the additional lump sum SERP amount that would be payable at age
65 due to service credlted while disabled, if the executive’s employment had terminated due to
disability on December 31, 2006:

E ' . Disability Benefit _

f Maximum : e Lump Sum

i Monthly . Years and Total of Payments | SERP Benefit

I Amount | Months to Age 65 © to Age 65 at Age 651

Name _ %) , #) ($) ($

R.H.Lenny ' 35,000 10 years 4,200,000 6,650,568
D.J. West ; ‘ 25,000 | 21 years 3 months 16,375,000 4,387,469
M. K. Arline - 25,000 | 10 years 3 months 3,075,000 - 2,730,438
J. P. Bilbrey l 25,000 114 vears 7 months 4,375,000 3,528,358
T. K. Hernquist 25,000 16 years 3 months 4,875,000 4,130,569

3
|

1

(1) Reflects additional lump sum amount of SERP benefit payable at age 65 attributable to ‘vesting and benefit service
eredited during dlsablhty period. ;

Treatment of Stoc]k Options upon Retirement, Death or Disability

The Incentive Plan provides that all vested stock options remain exercisable for five years
following termmatmn due to retirement after age 55, death or disability, but not beyond the
original term of the option. Options that are not vested at the time of retirement, death or
disability will cont;nue to vest throughout the five-year period following retirement, death or
disability according to the original vesting schedule established at the grant date. The following
table provides the number of unvested stock options as 6f December 31, 2006 that would have
remained exercisable following death or disability on December 31, 2006, and the value of those
options based on the excess of the fair market value of our Common Stock on December 31, 2006
over the option exercise price. None of the named executlve officers was retirement eligible on
December 31, 2006

-
=
£
[N
-
s
oo .
>
.
Q- -
=

i . ‘ , ; Stock Opfions

: | Number Value'®

| Name @ | ®
R.H. Lenny | | 424,050 1,899,933
D.1J. West E - 106,025 | . 607,056
M. K. Arline 58,587 363,563
J. P. Bilbrey 51,562 933,016
T. K. Hernquist 82,737 491,542

I .
i : B . . . I
f: R . :. . . v ! 4

(1) Total number of un}\'rested options as of December 31, 2006.

(2} Dlﬂ'erence between $49.80 stock value on December 31, 2006 and exerc:se price for each option. Options, once vested,
may be exercised at any time during the five years after employment termination due to death or disability, but not
later than the option expiration date.
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Treatment of RSUs upon Retirement, Death or Disability
Upon retirement any RSUs that are not vested are forfeited.

A prorated portion of any unvested RSUs vests upon death or disability. The prorated number of
RSUs is based upon the number of months since the grant date and the date of death or disability
divided by the number of months in the vesting period multiplied by the number of unvested
RSUs. The following table summarizes the unvested RSU awards that would have vested on
December 31, 2006 if the executive’s employment terminated that day due to death or disability.

Restricted Stock Units
Number® Value®
Name #) ; ($)

R. H. Lenny - _

| D. J. West — —
M. K. Arline 1,312 ‘ 65,338

| J. P. Bilbrey : 1,312 _ 65,338
T. K. Hernquist 5,040 250,992

(1) Prorated number of unvested RSUs as of December 31, 2006.
(2) Value of shares based on $49.80 stock value on December 31, 2006.

Dtscharge Not for Cause; Reszgnatzon for Good Reason

-
-
.9 .
X
<
w
L al
&
(=
o
3
o
-
L

Our employment agreement with Mr. Lenny obligates the Company to pay severance beneﬁts if -
we terminate his employment for reasons other than for “cause” or if Mr. Lenny resigns for “good
reason.” Mr. Lenny will have “good reason” to resign if there is a material breach of the
employment agreement by the Company, including a failure to maintain Mr. Lenny in his current
positions, adversely changing his authority or responsibilities, failing to pay or provide agreed-
upon compensation and benefits, requiring that he relocate more than 50 miles from Hershey,
Pennsylvania or giving notice to stbp the daily renewal of the term of the employment agreement.’
Mr. Lenny must glve the Company notice and an opportunity to cure the breach before resigning
for “good reason.” The severance benefits payable to Mr. Lenny are a lump sum equal to a pro‘rata ‘
AIP award for the year of termination at target plus two times his annual base salary and target :
AIP award for the year of termination, and continuation of health and other benefits for two
years, subject to reduction for benefits received from a subsequent employer.

With respect to the named executive officers other than Mr. Lenny, under the EBPP, we have
agreed to pay severance benefits in the form of a two-year paid leave of absence if we terminate
the executive officer’s active employment without cause. These benefits are also payable if the
executive officer resigns from active employment for “good reason.” “Good reason” arises under the
EBPP if we appoint a new Chief Executive Officer and, during the first two years of his or her
tenure, the executive officer's position, authority, duties or responsibilities are diminished or base
salary is reduced. During the leave of absence, the executive officer’s employment continues, so
that he or she will continue to receive a base salary and to earn, vest or participate in our benefit
plans and previously granted stock options and contingent target AIP and PSU awards during the
leave of absence period.

As reflected on the Grants of Plan-Based Awards table, in February 2006 the independent
directors approved a maximum contingent AIP award for Mr. Lenny for 2006. A specific AIP
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target or target award was not defined by the Committee. For illustrative purposes only, in the
following sever.mce and change in control calculations we have used an AIP target of 125% of
salary for Mr. Lenny, and the actual target percent approved by the Committee for the other -
narned executlve ofﬁcers

The following table summarizes the amount of severance benefits that would be payable to the
named executive ofﬁcer had his or her employment terminated on December 31, 2006, under '
circumstances entltlmg the officer to severance benefits as described above:

| Two Years Value of Two
! Twa Years AIP at Years Benefits
N Salary Target Continuation'® Total
Name $) () %) (3)

R. H. Lenny 2,200,000 2,75_9,000 19,647 I _4_1L969,647
D.J. West 970,000 679,000 19,647 1,668,647
M. K. Arline 750,000 450,000 13,810 1,213,810
J. P. Bilbrey' 740,000 444,00(2_“ 19,647 L 1,203,647
T. K. Hernquist 840,000 588,000 19,647 - 1,447 647

(1) Reflects amount of medical, dental and vision continuation premiums paid by the Company during salary continuation
period.

i

In addition, all st(;)ck options outstanding at the time of termination of active employment will
remain outstanding and continue to vest as if the executive officer’s employment continued during
the two-year leave of absence. The executive officer will not be entitled to receive new stock
option, contmgent PSU or RSU awards or other awards during the leave of absence. Information
with respect to stock options held by each executive officer as of December 31, 2006 appears in the:
Outstanding Equlty Awards table

Change in Control

i
Special prowswns apply if a change in control occurs In general, a change in control will occur if
the Mllton Hershey School Trust no longer owns voting control of the Company and another
person or.group acqu1res 25% or more of the combined voting power of our voting stock, there i is
an unwelcome change in a majority of the members of our Board; o, if after our stockholders . .
approve a merger or similar business transaction or a sale of substantially all of our assets, the
Milton Hershey Sthool Trust does not own voting control of the merged or acquiring company.

Our employment agreement with Mr. Lenny provides that he is entitled to the benefits of the
EBPP if a change in controt occurs. The EBPP provides the vesting and payment of the following
benefits upon a,change in control to each of the named executive officers:’

~ e anAlP payment for the year of the change in control at the greater of target or the
o estimalted‘ payment based on actual performance to the date of the change in control;

* acash payment equal to the PSU grant for the cycle ending in the year of change in
control atI the greater of target or actual performance through the date of the change in
‘control, with each PSU valued at the highest closing price for our Common Stock during
the 60 days prior to the change in control;

* to the extent not vested, full vesting of benefits accrued under the SERP and the Deferred

Compensation Plan;

* tothe extent not vested full vesting of benefits under the pension plan and the 401(k)
Plan; and
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s full vesting of outstanding PSU awards that are in the first and second year of their
performance cycle at the time of the change in control and prorating of outstanding PSUs
that are in the first year of the performance cycle at the time of the change in control.

Our Incentive Plan provides for full vesting of all outstandiﬁg stock options and RSUs upon a
change in control.

The following table and explanatory footnotes provide information with respect to the incremental

amounts that would have vested and become payable on December 31, 2006 if a change in control

occurred on that date:

SERP and Vesting of
\ _AIP PSU Unvested | Vesting of | Restricted
Related Related Pension Stoc Stock
Paymentt) | Payments® | Benefits®™® | Options® Units!® Total
. Name 8 ($) % . ) (8 $)

R. H. Lenny 11,375,000 | 13,361,924 — | 1,899,933 — | 16,636,857
D. J. West 339,500 | 2,035,618 | 1,492,085 607,056 - 4,474,259
M. K. Arline 225,000 | 1,654,368 | 4,219,690 | 363,563 | 186,750 6,649,371
dJ. P. Bilbrey 222,000 | 1,517,161 712,941 233,016 | 186,750 2,871,868
T. K. Hernquist’ 294,000 | 1,798,760 | 1,084,017 | 491,542 | 498,000 | 4,166,319

(1 Amount reflects full 2006 target award since termination is presumed to oceur on the last day of the year.

(2) Amount reflects vesting of PSUs for cycle ended December 31, 2006 at 100% target and value per PSU of $53.43, the.
highest closing price for our Common Stock during the last 60 days of 2006, vesting at ‘target of the PSUs for the cycle
.ending December 31, 2007 and one-third of the PSUs for the cycle ending December 31, 2008, with a value per PSU of
$49.80, the closing price of our Common Stock on the New York Stock Exchange on December 29, 20086, the last
"trading day of 2006. This amount also includes the value of PSUs for the cycle ended December 31, 2005, that have
been earned, but not vested. These PSUs are valued at $53.43 per PSU.

(3) Mr. Lenny does not receive any additional vesting or benefit upon change in control. The amounts for the other
executives reflect full vesting of SERP and pension and more favorable early retirement discount factors as provided
under the EBPP. Mr. Lenny, Mr. West and Ms. Arline are vested in their pension benefit. For Mr. Bilbrey, $671,602
represents his SERP and $41,339 his pension. For Mr. Hernquist, $1,022,564 represents his SERP and $61,453 his
pension.

(4) Reflects the value of unvested options that would vest upon a change in control based on the excess, if any, of the
-market value of our stock on December 31, 2006 ($49.80) over the exercise price for the options. Information regarding
unvested options as of December 31, 2006 can be found in the Qutstanding Equity Awards table.

(5) Reflects the value of unvested restricted stock units that would vest upon a change in control based on the market
value of our Common Stock of $49.80 on December 31, 2006. Information regarding unvested RSUs as of December 31,
2006 can be found in the Outstanding Equity Awards table.

Dzscharge Not for Cause or Resignation for Good Reason after Change in Control

if the named executive officer’s employment is terminated by the Company without cause or by
the executive for good reason within two years after the change in control, we pay severance
benefits to assist the executive in transitioning to new employment. “Good reason” for this
purpose means diminution of the executive’s position, authority, duties or responsibilities; a
reduction in base salary; the requirement that the executive engage in substantially greater
business travel; failure to pay current compensation or to continue in effect short- and long-term
compensation and employee and retirement benefits; or the failure to fund a grantor trust to
support payment of amounts under the EBPP. The severance beneﬁts under the EBPP for
termmatlon after a change in contro] consist of:

* alump sum cash payment equal to three (or, if less, the number of full and fractlonal
years from the date of termination to the executive’s 65* birthday, but not less than one)
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times the executive’s salary and the highest AIP payment earned during the three years
preceding the year of the change in control (but not less than the AIP target for the year
of the change in control);

* continuation of medical and other benefits for 36 months (or if less, the number of months
until the exécutive attains age 65, but not less than 12 months), or payment of the value
of such benefits if continuation is not permitted under the terms of the applicable plan;

W ® outplacement services up to $35,000 and reimbursement for financial and tax preparatlon
services; and
* an enhanced SERP benefit reflecting an additional three years’ credit.
PU
The EBPP also provides for a gross-up payment should the executive be subject to the excise tax
on golden parachutes due to the receipt of severance benefits or as a result of the payment or
vesting of stock dptions upon the change in control. The table below summarizes the severance
payments, the tax gross-up payment and all other amounts that would have vested and become

payable if a change in control occurred and the executlve s employment terminated on
December 31, 2006

‘

E ! Value of Three | Value of
: Lump Sum | Years Medical Value of Enhanced | Gross-up
! Cash and Other Financial SERP and | Payment
Severance Benefits Planning and 401(k) for Excise -
Payment | Continuation!V | Outplacement® | Benefit® Taxes® Total
Name { %) B (%) $) (8) ()
R. H. Lenny | 10,575,000 29,470 53,083 5,188,107 8,391,667 | 24,237,327
Df J West © . | 3,035,040 + 29470 52,921 1,430,713 | 3,085,660 | 7,633,804
M. K. Arline 2,207,079 | 20,715 | 53,009 581,245 | 3,503,256 | 6,365,304
J P. Bilbrey ‘ 2_141 14'3 2_9,47_0 - 54,090 . _ 1 387 202 2,274,878 5,886,788
T K. Hernqmst 2,632, 980 29,470 52,310 1,604, 708 2,886,693 | +- 7,206,161

B

[l

! : .

]
(1) Reflects amount of health benefit continuation premium paid by Company over a three-year period.

(2) Value of financial planning and tax preparation continuation for two years following termination of employment plus
outplacement sérvices of $35,001().

(3) Reflécts amount of enhanced SERP and lump sum amount of employer 401(k) matching amounts over a three-year
period. Pl . . A

(4) Gross-up payment for excise taxes for all named executive officers was determinedlusing a transaction price of $49.80
and an individual tax rate of 40.61%. This payment was determined assuming all executives were involuntarily
terminated on December 31, 2006; deemed to be “disqualified individuals”; and subject to the golden parachute rules
under section 2BOG of the Internal Revenue Code. . . L ) e

RPN
PROPOSAL NO. 3 - APPROVAL OF THE EQUITY AND INCENTIVE
[ COMPENSATION PLAN S
T

What is the Bear'd proposing?

The Board is proposmg that you approve The Hershey Company Equity and Incentive .
Compensation Plan. We call this plan the “EICP.” The plan that is the subject of this proposal is
an amendment and restatement of our Key Employee Incentive Plan (we call this plan the

“Incentive Plan?), and also a continuation of our Broad Based Stock Option Plan and Broad Based
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Annual Incentive Plan (we refer to these plans together as the “Broad Based P]ans”) and our
Directors’ Compensation Plan.

We have a well-established policy of rewarding results, at all levels of our organization, through
our compensation and incentive programs. Our annual incentive programs are linked to
performance measures based on business objectives. We have a history of tying a portion of pay to
our long-term stock performance for all employees, not just officers, and for our board members as
well. ‘
We have provided this compensation to our executives and senior management through annual
incentive, stock option and performance awards under the Incentive Plan, to non-executive
employees through Company-wide annual incentive and stock option grants under the Broad
Based Plans, and to directors through restricted stock unit, Common Stock and deferred stock
unit grants under the Directors’ Compensation Plan. Each of these plans was last reviewed and
updated in 2002, with the exceptmn of the Broad Based Annual Incentwe Plan adopted in 2006.

The Compensatlon a.nd Executive Organization Committee of our Board which we refer to in this
Proposal as the “Committee,” and the Board reviewed the Incentive Plan, Broad Based Plans and
Directors’ Compensation Plan and determined that to best be able to continue to provide
necessary and long-term annual compensation and incentives, these plans should be updated.
This updatlng is reflected in the EICP and includes:
. + " ¥
. amendmg,.restatmg and renaming the Incentive Plan as the Equity and Incentwe
Compensation Plan; . .
¢ making the EICP a single plan under which grants usmg shares for compensation and
incentive purposes will be made; . .
* increasing the maximum number of shares of Common Stock available for issuance; and
e adding flexibility for designing cémpensation and annual and long-term incentive
programs and awards.
The Board approved the EICP at its February 13, 2007 meeting, to be effective upon an
affirmative vote of a majority of the shares present in person or represented by proxy at the
annual meeting. The vote is needed to satisfy cértain regulatory, New York Stock Exchange and
tax rules. If the EICP is appreved, no further grants will be made under the Broad Based Plans
and stock awards paid to our non-employee directors under the Directors’ Compensation Plan will
be made through the EICP. If the EICP is not approved, the Incentive Plan, Broad Based Plans
and Directors’ Compensation Plan will continue in their current forms.

Description of the EICP

. : ot St

The following paragraphs provide a summary of the principal features of the EICP, as approved
by the Board, and its operation. A copy of the EICP is included in this proxy statement as
Appendix B. You should review Appendix B for more information.

What is the purpose of the EICP?

The EICP is intended to promote our success by providing a vehicle under which a variety of cash-
or stock-based annual and long-term incentive and other awards can be granted to employees,
non-employee directors and certain service providers upon whom the successful conduct of our
business is dependent. These awards are intended to help us attract top talent and to motivate
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the recipients to éontinue and increase their efforts on behalf of the Company and remain in the
service of the Company.

What types of awards can be granted under the EICP?

l

The EICP will contlnue to provide for the granting of annual incentive awards and stock options,’
stock apprematmn rights, or SARs, restricted stock unit and performance stock unit awards.
These awards are currently permitted under the Incentive Plan, Broad Based Plans or Directors’
Compensation Plan. The EICP will also provide for the granting of performance stock, restricted
stock and other stock-based and cash-based awards including deferred stock units to our
non-employee dlrectors :

How many shafes of Common Stock may be issped under the EICP?

As of February 13, 2007, of the 38,000,000 shares previously approved by the stockholders, there
were 13,220,127 shares of our Common Stock subject to issuance pursuant to outstanding awards
under the Incentive Plan and 5,044,782 shares reserved for future awards under the Incentive
Plan. If this proposal is adopted, the number of shares of our Common Stock reserved for future
awards under theiEICP will be increased by 14,000,000 shares, to 19,044,782 shares, so that'the
maximum number of shares of our Common Stock which may be 1ssued under the EICP in the
future will be 19, 044 782 shares plus the 13,220,127 shares subject to already cutstanding
awards. Of those shares, the aggregate number of shares which may be issued under the EICP for
any awards made'on or after February 13, 2007, other than awards of stock options and stock
appreciation rights, will be limited to 6,348,261 shares, which is one-third of the 19,044,782
shares reserved fo:r future issuance under the EICP. If an award previously granted under the
Incentive Plan or granted under the EICP terminates, expires or lapses for any reason, or if all of
the shares.that could be issued under the award are not issued, for example because the award is

settled in cash, then the shares not issued may be used for future awards.
l

The following tablfe provides information about all of the Company’s equity compensationlplans as
of December 31,.2906:

r Equity Compensation Plan Information

Number of

1

s . -

! : ‘ " . (c)
|

(a) securities remaining
! Number of l ' available for future
i securities to be (b) issuance under
‘ issued upon Weighted-average equity compensation
i exercise of exercise price of plans (excluding
i outstanding options, outstanding options, securities reflected
Plan Category warrants and rights warrants and rights in column (a))

Equity compensation

plans approved by ' -

security holders(! 12,443,213 $40.02 5,235,407
Equity compensation :

plans not approved by

secunty holdersm 1,411,900 - $42.69 1,102,282

Total 13,855,113 $40.29 " 6,337,689

_?
f
|
|
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(1) Column (a) includes stock options granted under the stockholder-approved Incentive Plan. The securities available for
future issuance in column (c) are not allocated to any specific type of award under the Incentive Plan, but are available
generally for future awards of stock options, PSUs and RSUs.

{2) Column (a) includes 1,175,500 stock options outstanding that were granted under the Broad-Based Stock Option Plan.
In July 2004, the Company announced a worldwide stock option grant under the Broad Based Stock Option Plan,
which provided over 13,000 eligible employees with a grant of 100 non-qualified stock options each. The stock options
were granted at a price of $46.44 per share which equates to 100% of the fair market value of our Common Stock on
the date of grant (determined as the closing price on the New York Stock Exchange on the trading day immediately
preceding the date the stock options were granted), have a terin of ten years and will vest on July 19, 2009. In 1596,
our Board of Directors approved a worldwide stock option grant, called HSY Growth, under the Broad Based Stock
Option Plan. HSY Growth provided all eligible employees with a one-time grant of 200 non-qualified stock options.
Under HSY Growth, over 2,471,400 stock options were granted on January 7, 1997 with an exercise price of $22.25,
which equates to 100% of the fair market value of our Common Stock on the date of grant {determined as the closing
price on the New York Stock Exchange on the trading day immediately preceding the date the stock options were
granted). The stock options vested at the end of five years and expired on January 6, 2007. Column (c) includes .
972,400 stock options under the Broad Based Stock Option Plan remammg available for future issuance as of '
December 31 2006.

] -t ‘

Column (a) also mc]udes 236,400 stock optlons granted to our Chief Executlve Officer, Mr. Lenny, outsu:le of the
Incentive Plan in connectlon with his recruitment. The stock options were granted on March 12, 2001 with an exermse
" price of $32.33, became fully vested on March 12 2005, and have a ten-year term.

Column (c) also includes 169,990 shares remammg available for future issuance under the Dlrectors Compensatmn

Plan as of December 31, 2006. , - : ) oy .
If our Common Stock is changed into or exchanged for a dlfferent kind or number of shares of
stock or securities of the Company or another entity as a result of a merger or, recapltahzatlon for
example, or if the number of shares of our Common Stock is increased due to a stock dividend or
stock split, then the number and kind of shares issuable under the EICP, the limitations on the
number of shares which may be issued to or made subject to awards grarted to an individual and
the shares subject to outstanding awards and the terms of those awards will be appropriately -
ad_]usted as necessary to reflect the change in our Common Stock.
In keeping with good corporate governance practices, the EICP expressly prohlblts thé re-pricing -
of stock options and SARs. Furthermore, the EICP requires that the exercise price of stock options
and SARs cannot be less than the closing price of the Common Stock on the date of grant, so the
granting of discounted stock options or SARs or “back-dated” stock options or SARs is prohibited.
In addition, the EICP does not contain a so-called “evergreen” provision that would automatically
increase the share pool each year based on a specified formula AN "

'

How is the EICP admmlstered"

The Committee will administer the EICP. Sub_]ect to the terms of the EICP and except as
described below with respect to awards granted to non-ernployee directots or our Chief Executive
Officer, the Committee has the sole dlscretlon to determine the employees and service providers
who shall be granted awards, the size and types of these awards, and the terms and conditions of
these awards. The Committee may delegate to one or more officers or directors appointed by the
Committee its authority to grant and administer awards, but only the Committee can make
awards to our executive officers.

The Board of Dlrectors administers awards to the non-employee dlrectors and the 1ndependent
directors of the Board administer awards to the Chief Executive Officer.
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Who is ellglble to receive awards"

Employees of the{Company and its sub51d1ar1es worldwide are eligible to be selected to receive one
or more awards. Individuals who provide services to the Company as consultants, or as
contractors or through agencies per ocal custom or practice may also be granted awards under
the EICP. We cannot determine the actual number of individuals who will receive awards under
the EICP because eligibility for participation in the EICP is at the discretion of the Committee. As
of December 31, 2006, there were approximately 15,000 full and part-time Hershey employees.

J

The EICP also provides for the grant of awards to our non-employee directors. There are currently
nine non-employee directors on our Board. The Board will determine and administer the awards
to non-employee directors.

What are annual incentive awards?

Currently, we make our annual cash incentive awards for the Company’s executive officers under
the annual incentive program (AIP) of the Incentive Plan. This approach is continued under the
EICP. Annual cash incentive awards for employees not eligible to participate in the AIP are made
under the Broad Based Annual Incentive Plan. These awards would also be made under the EICP.

The Commlttee determmes the 1ndw1dua1 cash awards which the participanis are eligible to
receive and the performance goals that must be achieved in order to earn the annual incentive,
but during any calendar year, no participant may receive an AIP award in excess of $10 million.
See the Executlve Compensation section of this proxy statement, beginning on page 33, for more
information about ATP awards made to our named executive officers under the Incentive Plan in
2006 and 2007. !‘ o '

What are performance stock umts and performance stock awards?

Performance stock units and performance stock awards result in a payment to a participant only
if performance goals that the Committee establishes are satisfied. The initial value of each
performance stock unit and each performance stock award is equal to the fair market value (on
the date of grant) 'of a share of our Common Stock. The Committee will determine the applicable
performance goals, which may be applied on a Company-wide or an individual business unit basis,
as deemed appropriate in light of the participant’s specific responsibilities. Please refer to the
discussion below about performance goals for more information. Depending upon the level of
achievement of the performance goals, the number of performance stock units or performance
stock shares earned at the end of the performance measurement period may be more or less than
the initial value, and will be zero if the minimum performance goals are not achieved.

In addition to t'hejperformance requirements discussed above, performance stock units and
performance stock are subject to additional limits set forth in the EICP. During any calendar year,
no participant may receive more than 500,000 performance stock units or shares of performance
stock. i

We will issue a sHare of Common Stock or pay cash equal to the fair market value of a share of
Common Stock for each performance stock unit earned (subject to required tax withholding), as
determined by thé Committee. We issue shares of Common Stock at the time a performance stock
award is made, but the shares cannot be transferred or sold by the participant until they are
earned.

See the Executive Compensation section of this proxy statement for additional information about
performance stock units previously granted to our named executive officers under the Incentive
Plan.
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What are stock options? W

The Committee may grant non-qualified stock options to eligible participants under the EICP. The
Committee will determine the number of shares covered by each option, but during any calendar
year, no participant may be granted options for more than 500,000 shares (1,000,000 shares, if
made for recruitment in the participant’s initial year of part1c1pat10n)

The Committee sets the price of the shares of our Common Stock subject to each stock option,
which cannot be less than 100% of the fair market value on the date of grant of the shares covered
by the option.

The exercise price of each option must be paid in full at the time of exercise. The Committee also
may permit payment through the tender of shares of our Common Stock, or by any other means
that the Committee determines to be consistent with the EICP’s purpose. Any taxes required to be
~ withheld must be satisfied by the participant at the time of exercise, either through a cash
payment or through withholding of shares that would otherwise be issued at the time of exercise.

Options become exercisable at the tlmes and on the terms established by the Committee. Options
expire at the times established by the Commlttee which may not be more than ten years after the
date of grant. ‘ _ -

See the Executive Compensation section of this proxy statement for more information about stock
options previously granted to our named executlve officers under the Incentive Plan.

What are stock appreclatlon rights (SARS)"

SARs are like stock options, except that no exercise price is required to be paid. Upon exercise of a
SAR, the participant will receive payment equal to the increase in the fair market value of a share
of our Common Stock on the date of exercise over the grant price (fair market value of a share on
the grant date) times the number of shares with respect to which the SAR is exercised. The
Committee will determine the terms and conditions of each SAR. The Committee will determine
the number of shares covered by each SAR, but during any calendar year no participant may be
granted SARs for more than 500,000 shares (1,000,000 if made for recruitment in the participant’s
initial year of participation). SARs may be paid in cash or shares of our Common Stock (subject to
required tax withholding), as determlned by the Commlttee SARs are exercisable at the times
and on the terms estabhshed by the Committee.

What are restrlcted stock awards and restricted stock units?

4

Restricted stock awards and restrlcted ‘stock units are shares of our Common Stock or rights
reflecting the value of shares of our Common Stock that vest in accordance with terms and °
conditions established by the Committee. The Committee will determine the number of shares
" subject to a restricted stock or restricted stock unit award, but during any calendar year no
participant may be granted more than 500,000 shares.:-

In determining whether an award of restricted stock or.restricted stock units should be made,
and/or the vesting schedule for an award, the Committee may impose whatever conditions to
vesting it determinés to be appropriate, which may include a requirement that vesting will occur
only if performance goals established by.the Committee are satisfied. See the discussion below
regarding performahce goals for more information. « |
. P B +

We will issue a share of our Common Stock or pay cash equal to the falr market value of a share of
Common Stock for each restricted stock unit that vests, as permitted by the Committee. Awards
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are subject to required tax withholding. We issue shares of our Common Stock at the time a
restricted stock award is made, but the shares cannot be transferred or sold by the participant
until they vest.

See the Executlve Compensation section of this proxy statement for mare information about
restricted stock unlts granted under the Incentive Plan.

What are otherI cash-based awards and stock-based awards?

Currently, awards under the Incentive Plan, Broad Based Plans and Directors’ Compensation
Plan are limited to annual cash incentive awards, performance stock units, restricted stock units,
stock options and SARs. The EICP permits the Committee to grant other forms of cash-based or
stock-based awards with such terms and conditions as the Committee determines. The Board
determined to include this provision in order for Hershey to have flexibility to develop additional
forms of awards that may not fit within the specific types of awards discussed above.

Cash-based and stock-based awards are subject to additional limits set forth in the EICP. During
any calendar year, no participant may receive a cash-based award with a value in excess of

$10 million or a stock-based award in excess of 500,000 shares.

We will issue shares of our Common Stock or pay cash equal to the fair market value of the shares
of our Common Stock subject to any award when such awards are vested or earned, subject to
required tax w1thhold1ng

What are perfo:rmance goals? - Co |

The Committee HL its discretion may make performance goals applicable to a participant with
respect to an award The Committee determines the performance goal, the length of the period
over which performance against the goal is to be measured and the number of shares or cash to be
paid based upon the extent to which the performance goal is achieved. Certain additional
provisions apply to awards made to executive officers which are intended to meet the tax
deductibility rules of section 162(m) of the Internal Revenue Code. The EICP permits the
Committee to reduce any award payment, notWLthstandlng the achlevement ofa performance
goal. !

. . .
Currently, the Indentive Plan provides that the Committee may base the performance goals on one
or more of the following performance factors: earnings per share, return on net assets, market
share, control of costs, net sales, cash flow, economic value-added measures, sales growth, earnings
growth, stock price, return on equity, financial ratings, regulatory compliance, achievement of |
balance sheet or income statement objectives, or other financial, accounting or quantitative
objectives estabhshed by the Committee. The EICP incorporates these concepts and adds additional
factors. As a result, the Committee may base a performance goal on one or more of the following: net
earnings or net income (before or after taxes), earnings per share, net sales or revenue growth, net
operating profit, return measures (including, but not limited to, return on assets, capital, invested
capital, equity, revenue, or sales), cash flow (including, but not limited to, operating cash flow, free
cash flow, and cash flow return on equity), earnings before or after taxes, interest, depreciation, and/
or amortization, gross or operating margins, productivity ratios, share price (including, but not
limited to, growth' measures and total shareholder return), expense targets, margins, operating
efficiency, market share, customer satisfaction, and/or balance sheet measures (including but not
limited to, working capital amounts and levels of short- and long-term debt).
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Performance goals may be particular to a participant or the division, line of business or other unit
in which the part1c1pant works, or the Company generally, and may be absolute in their terms or
measured against or in relationship to the performance of a peer group or other external or
internal measure. A performance goal may include or exclude items to measure specific objectives,
including, without limitation, extraordinary or other non-recurring items, acquisitions and
divestitures, internal restructuring and reorganizations, accounting charges and effects of
accounting changes.

What awards can be made to non-employee directors?

Our non-employee dlrectors currently receive an annual restricted stock unit grant and may elect
to convert their cash retainer payments into Common Stock shares at the time of payment or into
deferred stock units under the Directors’ Compensation Plan. If the EICP is approved by the
stockholders, the restricted stock units, deferred stock units and Common Stock shares will be
treated as awards made from the shares available under the EICP.

The EICP also will permit the Board to use other types of awards, including stock options or
SARs, a$ part of the compensation package paid to our non-employee directors.

See the Director Compensation section of this proxy statement, beginning on page 18, for more
information about compensation paid to our non-employee directors.

Are awards transferable?

In general awards granted under the EICP may not be sold, transferred, pledged or assigned,
other than by will or by the applicable laws of descent and distribution, and during a recipient’s
lifetime any awards may be exercised only by the recipient. Notwithstanding the above, the
Committee (or the Board, in the case of awards granted to non-employee directors) may, in its
discretion, permit awards to be transferred to an individual or entity other than the Company
subject to any restrictions the Committee or the Board may impose.
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How are dividends treated under awards?

Recipients of awards may be entitled to receive cash or stock dividends, or cash payments in
amounts equivalent to cash or stock dividends declared with respect to shares of our Common
Stock, and the Committee or the Board may provide that these amounts shall be deemed to have
been reinvested in additional shares of our Common Stock or otherwme remvested

What are the effects of a change'in control?

Upon a change in control of Hershey, all outstandlng stock options and SARs and all restricted
stock unit and restricted stock awards will fully-vest, unless the Committee provided otherwise in
the award agreement. The effect of a change in control on performance-based and other awards
will be as the Committee determlnes

Currently, a change in control w111 oceur if:

¢ there is an unwelcome change in the majority of the members of the Board,;

e a person or group acquires shares of Common Stock and/or Class B Common Stock
representing 25% or more of the shares or the votes represented by the shares and the
Milton Hershey School Trust no longer owns more than 50% of the voting power; or

» the stockholders approve a business combination or sale of substantially all the
. Company’s assets after which the Milton Hershey School Trust will no longer own more
than 50% of the voting power of the combined business or purchaser of assets.

69




;, .
!

What are the tax aspects of the EICP?

A recipient of a stock optlon or SAR will not have taxable income upon the grant of the option or '
SAR. For options 'and SARs the participant will recognize ordinary taxable income on exercise I
equal to the 1ncre'ase of the fair market value of the shares over the exercise price on the date of

exercise. In the United States, any gain or loss recognized upon any later disposition of the shares |
generally will be capltal gain or loss. |

Unless the part1c1pant elects to be taxed at the time of receipt of an award of restricted stock or
performance stock the participant will not have taxable income until the restricted stock or
performance stock vests. Thé taxable income will be the fair market value of the shares at the
time of vesting. A recipient of restricted stock units, performance stock units, or deferred stock
units or other. stock based awards and cash awards will not have taxable income until the award
is paid. The partlclpant will recognize taxable income equal to the fair market value of the shares
or the amount of cash received by the participant. In addition, section 409A of the Internal -
Revenue Code i lmposes certain restrictions on deferred ‘compensation arrangements. Awards that
are treated as deferred compensatlon under section 409A are intended to meet the requirements
of that section. ;
: Tk
At the discretion of the Committee, the EICP allows a part1c1pant to satisfy tax withholding
requirements under U.S. federal and state tax laws or applicable foreign tax laws in connection
with the exercise'or receipt of an award by electing to have shares of Common Stock withheld, or
by delivering to us already-owned shares of our Common Stock, having a value equal to the
amount required to be withheld. If shares of our Common Stock are withheld to satisfy a
part1c1pant’s tax w1thho]d1ng obhgatmns with respect to an award, then the withheld shares will
not be available again for issuance under the EICP.

We will be entitled to a tax deduction in connection with an award under the EICP only in an
amount equal to the ordinary taxable income realized by the participant and at the time the
participant recogmzes the income. Section 162(m) of the Internal Revenue Code contains special |
rules regarding the federal income tax deductibility of compensation paid to our Chief Executive
Officer and certam other executive officers. The general rule is that annual compensation paid to
the Chief Executlve Officer or other named executive officers will be deductible only to the extent
| that it does not exceed $1,000,000. However, we can preserve the deductibility of certain
| compensation in excess of $1,000,000 if we comply with conditions imposed by section 162(m),
including the estabhshment of a maximum number of shares with respect to which awards may
be granted to anx one employee during one year, and for awards other than options and SARs, the
| Committee setting performance goals which must be achieved prior to payment of the awards. The
: EICP is designed'to enable the Committee.to grant awards that satisfy the requirements of
section 162(m), thereby allowing us to minimize the effect of section 162(m) on our federal income
tax deduction in connection with these awards.

The tax discussion above is based on U.S. income tax laws as currently in effect and is not
intended to be a complete discussion of or to address the tax treatment under any foreign
| jurisdiction or any state or local laws, - S '

What awards vivill be made under- the EICP?
o

Awards under the EICP will be made at the discretion of the Committee, except for awards to our
CEO that will belmade by the independent members of our Board or awards to our non-employee
directors that W111 be made by our Board. The Committee, the independent directors and the
Board have not made any decisions on the amount and type of awards that are to be made under
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the EICP to participants in future years. The following table sets forth information concerning the
following awards made to or ‘earned by the following persons in calendar year 2006:

¢ cash- and stock-based awards to our named executive officers under the Incentive Plan;
e cash- and stock-based awards to our executive officers as a group under the Incentive

Plan;

* cash-based awards earned by non-executive officer employees under the Incentlve Plan
and Broad Based Annual Incentive Plan, as a group;

e stock-based awards made to non-executive officer employees under the Incentive Plan, as
a group (there were no stock-based awards made under the Broad Based Stock Option

Plan in 2006); and

e stock-based awards made to our non-employee directors under the Directors’
Compensation Plan, as a group.

See the Executive Compensation section beginning on page 33, and the Director Compensation
section beginning on page 18, for more information about these awards. This information may not
be indicative of awards that will be made under the EICP in future years.

Contingent
\ Stock Target
Cash Awards Option PSU RSU Stock
Dollar Value? | Awards® Awards® | Awards% | Awards®
Name % # . #) #) ()
R. H. Lenny — 157,150 54,950 — —
D.J. West — 29,050 10,100 — —
M. K. Arline — 20,450 7,200 — -
J. P. Bilbrey — 19,700 6,850 — -
T. K. Hernquist — 24,300 6,600 —_ —
Executive Officers as a Group 39,375 347,150 | 112,850 5,000 -
Non-Employee Directors as a Group — - — 17,6026) 4,610
Non-Executive Officer Employees as .
a Group 15,927,307 | 1,430,039 51,750 60,138 -

(1) This column shows the dollar value of cash-based annual incentive awards earned in 2006 under the Incentive Plan

(2)
(&)

5)

and the Broad Based Annual Incentive Plan, as applicable. As discussed in the Compensation Discussion and Analysis
and in the footnotes to the Summary Compensation Table, no annual incentive award payments were earned in 2006
by the named executive officers.

This column shows the number of stock options awarded in 2006 under the Incentive Plan.

This column shows the number of contingent target PSUs awarded for the 2006-2008 performance cycle under the
Incentive Plan. Contingent target PSUs will be paid only if predetermmed performance objectives are achieved at the
end of the three-year performance cycle.

This column shows the number of RSUs awarded in 2006 to eligible employees under the Incentive Plan and to
non-employee directors under the Directors’ Compensation Plan. RSUs granted to non-employee directors do not. vest
until the director's membership on the Board ends.

This column shows directors’ retainers and fees taken currently in the form of Common Stock or deferred as common
stock units in accordance with the Directors’ Compensation Plan, together with dividends credited at regular rates in
2006 on deferred common stock units. These dividends are credited in the form of deferred common stock units and are
paid in shares of our Common Stock when the deferral period ends.
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(6) Includes dividends credited at regular rates in 2006 on the total number of RSUs held by our non-employee directors.

These dividends are credited in the form of deferred common stock units and are paid in shares of our Commeon Stock
when the director's RSUs vest.

Can the EICP be amended or terminated?

The Board generally may amend or terminate the EICP at any time and for any reason, however,
any amendment shall be subject to the approval of the stockholders to the extent requlred by
apphcable law-or regulatlon ’ !

1

How rhany vote‘_srw'ill be required to approve Proposal No, 3?

I- " . .

]
Stockholders will approve the proposal if the holders of record of the Common Stock and Class B
Common Stock present (in person or by proxy} at the annual meeting cast more votes for the
proposal than against the proposal.

B
What is the Board’s recommendation for voting on Proposal No. 3?
The Board of D11 ectors unanlmously recommends that stockholders

i

N

, L " vote FOR Proposal Ne. 3.
. .1 '

|
SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE
i
What is sectionilﬁ(a) of the Securities Exchange Act of 19347

Section 16{a) of the Securities ixchange Act of 1934, as amended, requires our directors, executive
officers and persons owning more than 10% of our outstanding Common Stock or Class B Common
Stock to file reports with the SEC showing their ownershlp and changes in ownership of Hershey
securities. Based solely on our examination of these reports and on written representations
provided to us, it is our opinion that.all reports for 2006 have been timely filed.

! ' ' :

i CERTAIN TRANSACTIONS AND RELATIONSHIPS

What is being d:iscl'osed in this section?

SEC regulations r;aquire that we disclose any transaction, or series of similar transactions, since
the beginning of 2006, or any contemplated transactions, in which the Company was or is to be a
participant, in which the amount involved exceeds $120,000 and in which any of the following
persons had or will have a direct or indirect material interest:
* our directffors or nominees for director; v
. * our executive officers;
* persons owning more than 5% of any class of our outstandmg voting securities; or

¢ the immediate famﬂy members of any of the persons identified in the preceding three
bullets.

The SEC refers to these types of transactions as related person transactions and to the persons
listed in the bullets as related persons. The SEC is concerned about related person transactions
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because such transactmns if not properly monitored, may present risks of conﬂ1cts of 1nterest or
the appearance of conflicts of interest. _ Co

Does the Company have a policy to review, approve or ratlfy related person
transactions?

Our Board has adopted a Related Person Transaction Policy that governs the review, approval or
ratification of related person transactions. The Related Person Transaction Policy may be viewed
on our corporate website, www.hersheys.com, in the Investor Relations section.

Under our policy, each related person transactmn and any s1gn1ﬁcant amendment or modlﬁcatmn
to a related person transaction, must be reviewed and approved or ratified by a committee of our
Board composed solely of. 1ndependent directors who have no interest in the transaction. We refer
to each such committee as a Reviewing Committee. The policy also permits the disinterested
members of the full Board to act as a Reviewing Committee,

TheIBoard has‘deslgnated'the Governance- Committele as the Reviewing Committee primarily
respons1ble for the administration of the Related Person Transaction Policy. In addition, the
Board has designated special Reviewing Committees to oversee certain transactions mvolvmg the
Company and Hershey Trust Company, the Milton Hershey School Trust and companies owned by
the Milton Hershey School Trust. To learn more about these special Reviewing Committees,

please see the answer to the fourth question in this section, below. Finally, the pohcy provides
that the Compensatmn and Executive Orgamzatlon Committee will review and approve, or review
and- recommend to the Board for approval, any employment relationship or transaction involving
an executlve ofﬁcer of the Company and any related compensation.

When rev1ew1ng, approvmg or ratlfymg a related person transactmn the Reviewing Commlttee
will examine several things, 1nclud1ng the approximate dollar value of the transactlon and all
material facts about the related person’s interest in, or relatlonsh1p to, the transaction. If the
related person transaction involves an outside director or nominee for director, the Reviewing
Committee may also consider whether the transaction would compromise the director’s status as
an mdependent director,” “outside director” or “non-employee director” under our Corporate
Governance Guidelines and Tulés and regulations of the New York Stock Exchange, the Internal
Revenue'Code or the Securities Exchange Act of 1934, as amended. :

Was the Compa'n'y a participant in any related person transactions in 2006, or does
the Company currently contemplate being a partlclpant in any related person
transactions in 2007, 1nvolv1ng our dlrectors, executlve ofﬁcers or their immediate
famlly members" e ) . '

" We were not a part1c1pant in'any related person transactions in 2006, and do not currently °
contemplate being a part1c1pant in"any related person transactions in 2007, involving our
d1rectors executlve ofﬁcers of their 1mmed1ate fam1ly members

Was the Company a participant in any related person transactions in 2006, or does
the Company currently contemplate being a partlclpant in any related person
transactions in 2007, involving a stockholder owmng more than 5% of : any class of
the Company’s securities? - A

We engage in certain transactions with Milton Hershey School, the Milton Hershey School Trust
and companies owned by the Milton Hershey School Trust. As discussed in the next question,
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many of these transactions are immaterial, ordinary course transactions and are not considered - -

related person transactions. However, from time to time we also engage in certain related person’
transactions with/ the Milton Hershey School Trust and its affiliates. These related person

transactions are g'enerally of two types: « - oL » , PN T

ot Tarpr e,

. transactlhns not in the ordlnary course of busmess that do not relate to our capital stock

and o . : v RRTILENENvY S

* ' transactions that relate to our capltal stock. * . I Ty

; . R . | . : : .
Our Board has demgnated the mdependent members of its Executive Committee as the. Reviewing
Committee for any transaction with the Milton Hershey School Trust or its afﬁhates that'is not in
the ordinary course of our business.’Our Corporate Governance Guidelines require us to obtain
approval of these transactlons in advance from the Reviewihg Committee. In 2006, we'did not’’
have any transactlons that required approval by th1s Rewewmg Commlttee R R

L

The Board has des1gnated a special subcommittee as the Reviewing Committee for transactlons
between the Company and the Miiton' Hershey School Trust or its afﬁhates relating to our capltal
stock. Qur Corporate Governance Guidelines prov1de that, under normal circumstances, this W "
special subcommlttee composed of the directors elécted by the holders of the Commen Stock .
voting separately : as a class, will review and ‘make a recommendation to the Board regarding; thesé
transactions. In January and July 2006 our Board followed this procedure to approve the renewa'l
of our agreement w1th the Milton Hershey School Trust that permits the Milton Hershey, School

Trust to continue to part1c1pate ona proportlonal basis i iin our Common Stock repurchase program.

The purchase pr1ce we paid for the shares wa$ based ol a formula applied on a weekly bas1s The
Milton Hershey Schoo] Trust was not required to sell shires to us for any week where this
formula price for that week was less than $55 per sharé. As a result of these agreements, we |
acquired 689,704 shares of our Common Stock from the Milton: Hershey School Trust in, 2006 at a
total aggregate cost of $38,481,427. This equates to an average price per share of $55.79. ThlS '
agreement with the Miiton Her shey School Trust was not renewed followmg 1ts exp1ratxon on -
February 2, 2007 '

l
Did the Company engage m other transactlons w1th the Mllton Hershey School
Trust or its affillates durlng 20067 . i . _ .

' sl
[

Sy . o . .- .
ity ‘ . 1, PREE R v i ) i ’
s

During 2006, we engaged in transactions in the ordinary course of our-business with Mllton A
Hershey School, the Milton Hershey,School Trust, and companies owned by the Milton Hershey
School Trust. These transaetions involved the sale or purchase of goods and: services. The . ., .,
transactions wereipmmarlly with Hershey Entertainment & Resorts Company, a company that is .
wholly-owned by the Milten Hershey School Trust. All sales and purchases were made in the
ordinary course of our business and were, 1n amounts that are not materlal to us or to the Milton
Hershey School Trust Therefore, they are not related person transactions and do not have to be
approved under our Related Person Transactlon Pohcy However, because of our, relatlonshlp with
the Milton Hershey Sc¢hool Trust, we have elected to disclose the aggregate amounts of these

transactions for your mformatlon In thls regard. ! . . .

L h *e . i

. t.
v - v

s Our total sales to these entltles in 2006 Were approxunately $950 000, . P
e Our total;purchases from these entities in 2006 were approxlmately $2,900,000,

We do not expect.that the types of transactions or the amount of payments will change .
mater1ally1n2007 . £ N O NI
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INFORMATION ABOUT THE 2008 ANNUAL MEETING

) ';‘.

When is the 2008 annual meetmg of stockholders‘?
QOur 2008 annual meeting of stockholders will be held on April 22, 2008.

What is the deadline to submit a proposal for inclusion in the proxy materials for
the 2008 annual meeting?

To be eligible for inclusion in the proxy materials for the 2008 annual meeting, a stockholder
proposal must be received by our Corporate Secretary by the close of business on November 19,
2007.

A

What procedure should I follow if I intend to present a proposal or nominate a director
from the floor at the 2008 annual meeting?

A stockholder may present a proposal not included in cur 2008 proxy materials from the floor of
the 2008 annual meeting only if our Corporate Secretary receives notice of the proposal, along
with additional information required by our by-laws, during the time period beginning on
December 20, 2007 and ending on January 19, 2008. Notice should be addressed to The Hershey
Company, Attn: Corporate Secretary, 100 Crystal A Drive, Hershey, Pennsylvania 17033-0810.

The notice must contain the following additional information:

* the stockholder’s name and address;

* the stockholder’s shareholdings;

¢ a brief description of the proposal; and

e a brief description of any financial or other interest the stockholder has in the proposal.

A stockholder may nominate a director from the floor of the 2008 annual meeting only if our
Corporate Secretary receives notice of the nomination, along with additional information required
by our by-laws, during the time period beginning on December 20, 2007 and ending on

January 19, 2008. The notice must contain the following additional information:

+ the stockholder’s name and address;

¢ a representation that the stockholder is a holder of record of any class of our equity
securities;

* arepresentation that the stockholder intends to make the nomination in person or by
proxy at the meeting;

* a description of any arrangement the stockholder has with the individual the stockholder
plans to nominate;

¢ the nominee’s name, address and biographical information; and

* the written consent of the nominee to serve as a director if elected.
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Any stockholder }:mlding 25% or more of the votes entitled to be cast at the annual meeting is not
required to comply with these pre-notification requirements.

March 16, 2007
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By order of the Board of Directors,

Burton H. Snyder
Senior Vice President,
General Counsel and Secretary
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A " Board ‘S‘ize

: THE HERSHEY COMPANY : N
CORPORATE GOVERNANCE GUIDELINES '

ROLE OF THE BOARD OF DIRECTORS : : Y

The business of The Herehey Company (the “Co.mpany”) is carried out by its employees

. under the direction and supervision of its Chief Executive Officer (“CEQ”). The business

shall be managed under the direction of the board of dlrectors (“Board”). In accordance
with Delaware law, the role of the dlrectors is to exermse thelr business judgment in the
best interests of the Company This role 1ncludes .. S

* review of the Company’s performance,'strategies and major decisions;
» oversight of the Company’s compliance with legal and regulatory requirements and the
integrity of its financial statements; | . |
¢ oversight of management including review of the CEO S performance and succession
, planning for key management roles; and
* oversight of compensation for the CEO, key executives and the Board, as well as
oversight of compensation policies and programs for all employees.

SELECTION AND COMPOSITION OF THE BOARD

3

As set forth in the By-Laws of the Company (“ By—Laws”) the Board has the power
to fix the number of directors by resolution. The Company’s Restated Certificate of
Incorporation requires at least three directors. In fixing the number, the Board wwill be
guided by the principle that a properly functioning Board is small enough to promote
substantive discussions in whlch each member can actively participate, and large enough
to offer diversity of background and expertise. The Board will consider whether it is of the

.appropriate size as part, of its annual performance evaluation.

B. Board Membership Criteria

In selecting dlrectors the Board generally seeks 1nd1v1duals with skills and

' ‘backgrounds that will complement those of other directors and maximize the diversity and

effectiveness of the Board as a whole. Directors should be of the highest integrity and well-
respected in their fields, with superb judgment and the ability to learn the Company 5
business and express informed, useful and constructive views. In reviewing the
quahﬁcatlons of prospective directors, the Board will consider such factors as it deems
appropriate in light of these guidelines, which may include judgment, skill, diversity,
experience with businesses and other organizations of comparable size, the interplay of the
candidate’s experience with the experience of the other Board members, and the extent to
which any candidate would be a desirable addition to the Board and any committees of the
Board. In general, the Board seeks individuals who are know]edgeab]e in fields including
finance, international business, marketing, information technology, human resources and
consumer products. All members of the Audit Committee must be financially literate and
at least one member must have accounting or related financial management expertise and
be an audit committee financial expert as defined in Item 401(h} of Regulation S-K of the
Securities and Exchange Commission (“SEC”), or any successor provision.
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C. Independence

The Company is not required to have a majority of independent directors, because it
is a “controlled company” within the meaning of the New York Stock Exchange (“NYSE™)
listing standards. However, the Company recently has operated with a Board composed of
directors who are independent, with the exception of the Chairman and CEQO. As this
practice has served the Company well, a requirement that a majority of the Board consist
of independent directors is included in these guidelines. In addition, the Company’s Audit
Committee, Compensation and Executive Organization Committee, and Governance
Committee shall consist solely of independent directors, At least annually, the directors
shall dete:rmine which directors are independent. Rather than have one set of criteria for
Board members as a whole and additional criteria for Audit Committee members, the
Board will judge the independence of all directors based on the stringent standards
apphcable to Audit Committee members. Accordingly, the independence of directors shall
be determmed based on the following criteria:

1., A director who receives (or, in the last three years, received) direct
compensatlon as an employee or any consulting, advisory or other compensatory fees from
the Company, other than director or committee fees and pension or other forms of deferred
compensation for prior service (provided that such compensation is not contingent in any
way on continued service), is not independent. A director whose immediate family
member, other than an adult child who does not share a home with the director, receives
or in the past three years received such compensation or fees from the Company is not
independent. The receipt of such compensation or fees in any single year that does not (or
did not) exceed $120,000, by a director’s adult child who (i) does not share the director’s
home and'has not shared the director’s home within the last three years, and (ii) does not
serve, and has not served within such period, as an elected or appointed officer of the
Company, will be deemed an immaterial relationship that shall not preclude an
independence determination for such director.
|

2. A director who is (or, within the last three years, was) employed, or whose
immediate family member is (or, within the last three years, was) employed, as an
executive officer of another company where any of the Company’s present executives
serves (or, within the last three years, served) on that company’s compensation committee
is not independent.

3., A director who is an executive officer or an employee, or whose immediate
family me:?mber is an executive officer, of a company that makes (or, within the last three
years, made) payments to or receives (or, within the last three years, received) payments
from the Company for property or services in an amount which, in any single fiscal year,
exceeds the greater of $1 million or 2% of such other company’s consolidated gross
revenues‘ is not independent.

4, A director who is an executive officer or an employee, or whose immediate
family member is an executive officer, of a company that makes (or, within the last three
years, made) payments to or receives (or, within the last three years, received) payments
from the Company for property or services in an amount which, in any single fiscal year, is
less than the greater of $1 million or 2% of such other company’s consolidated gross
revenues has an immaterial relationship that shall not preclude an independence
determination for such director

5., A director who is (or, within the last three years, was) an employee or a
non-emp}oyee executive officer of the Company is not independent. -

A-2




6. A director who is an immediate family member of an individual.who is (or,
. within the last three years, was) an executive officer of the Company, whether as an
employee or non-employee, is not independent.

7. A director who is an affiliated person of the Company, as defined under the
rules of the SEC, is not independent; provided, however, if the director is an affiliated
person solely because he or she sits on the board of directors of an affiliate of the
Company, as defined under the rules of the SEC, then the director has an immaterial
relationship with the Company that shall not preclude an independence determination for
such director if he or she, except for being a director on each such board of directors, does
not accept directly or indirectly any consulting, advisory, or other compensatory fee from
either such entity, other than the receipt of only ordinary-course compensation for serving
as a member of the board of directors, or any board committee of each such entity, and the
director satisfies all other standards.

[
v

8. A director who is, or whose immediate family member is, a director, trustee,
officer or employee of a non-profit organization to which the Company has donated more
than $100,000 in any year within the last three years is not independent.

9. A director’s participation in the Company’s Charitable'Awards Program or
receipt of compensation and benefits for service as a director of the Company in accordance
with Company policies and programs will be deemed an immaterial relationship with the
Company that shall not preclude an independence determination for such director.

For purposes of application of these criteria, (i} “immediate family” shall be defined as
including all individuals who are considered immediate family of a director under the
regulations implementing the Sarbanes-Oxley Act, as well as all individuals who are
considered immediate family of a director under the NYSE listing standards, (ii) a :
director’s receipt of compensation for former service as an interim Chairman or CEQ or \
other executive officer is considered an immaterial relationship that shall not preclude an i
independence determination for such director, and (iii} references to “Company” for

purposes of determining independence, include any parent or subsidiary in a consolidated

group with the Company. Directors shall notify the Chair of the Governance Committee

and the Chairman and CEOQ prior to accepting a board-position on any other organization,

so that the effect, if any, of such position on the director's independence may be evaluated.

'
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D. Selection of Board Members .

Nomination of directors is the responsibility of the Governance Committee, all of
whose members shall be independent directors. Recommendations may come from
directors, shareholders or other sources. Recommendations may come from management,
with the understanding that the Board is not required to consider candidates
recommended by management. It is expected that all members of the Governance
Committee will interview prospective candidates before their nominations are approved by
the Committee. An offer to join the Board will be extended by the Chair of the Governance
Committee or the Chairman of the Board if the Chairman is not also an officer or
employee of the Company.

E. Tenure

1. The Board has not established term limits, and, given the value added by
experienced directors who can provide a historical perspective, term limits are not
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III.

1

considered appropriate. New ideas and diversity of views are maintained by careful
selectionlof directors when vacancies oceur. In addition, the performance of individual
directors and the Board as a whole are reviewed annually, prior to the nomination of

dlrectors for vote by stockholders at each Annual Meetlng

' ) [

v 2 : When a ditector’s principal occupation or business or institutional

afﬁhatmn changes materially from that at the' time of his or her first election to the Board,
the director will tender his or her resignation by directing a letter of resignation to the

" Chair of j:he Governance Committee, except that if the director is the Chair of such

committee, he or she shall direct the resignation to the Chairman of the Board. The Board

- will determine whether to accept such resignation.

. I i . N

- 73,1 Directors will not-be nominated for reelection after their 7214 birthday.

OPERATION OF THE BOARD ' |
A, ’G}!iairinan

Tfle CEO serves as Chairman of the Board. This serves the Company well, and the

‘independent directors have many opportunities to have a significant influence on the

structure and functioning of the Board. However, the Board might determine that during
periods of transition following the election of a new CEO or during other unusual

cu‘cumst_ances the CEO-should not also serve as Chairman of the Board.
I

B. Board Meetmgs
1 ! The Board will hold approximately six regular meetings per year, scheduled

by resolutlon of the Board sufficiently far in advance to accommodate the schedules of the

dlrectors Special meetings may be called at any time by the Chairman or a Vice Chairman

- of the Board (if any), or by.thé CEQ, or by one-sixth (calculated to the nearest whole

number) of the total number of directors constituting the Board, to address specific issues.

» 2.* . Agendas dre estabhshed by the Chairman and sent in advance to the Board.
Any director may submit agenda items for any meeting. A rolling agenda has been
éstablished, which includes a full annual review of the Company’s strategic plan, quarterly
reviews fof the Company’s financial performance, and committee reports and updates at
each meeting on the husiness and other items of significance to the Company. Information
relevant to agenda items shall be submitted to the Board in advance, and the agenda will
be structured to allow appropriate time for discussion of important items.

v
1 ¥

- C. Execiitive Sessions

r . , .o .
Executlve sessions are sessions of non-management directors.-The dlrectors may
choose to invite any member of management, including the Chairman and CEO. Typically,
closed se';ssmns are held at the beginning of each regular Board meeting, and at such other
times as the Board may determine, with all directors, including the Chairman and CEOQ,
in attendance without any third parties or Company officers or employees (other than the
Chairman and CEQ). Executive sessions are held at the conclusion of each regular Board
meeting, and at such other times as the non-management directors may determine,
withoutl the Chairman and CEQ or any other member of Company management present,
to review sﬂch matters as may be appropriate, including the report of the outside auditors,
the cnterla upon which the performance of the CEO and other senior managers is based,

| | A4




the performance of the CEQ measured against such criteria and the:compensation of the
CEOQ. If at any time the Board includes any non-management directors who are not
independent, such directors shall be excluded from one executive session each year.
Executive sessions are chaired by an independent.director assigned-on a-rotating basis.
This has served the Company well historically and has allowed eac¢h-independent director
‘an opportunity to serve as lead director. In addition, any director may call-a special
executive session to discuss a matter of significance to the Company and/or the Board.

o L N R R U T A
D.  Committees y ' S } R . L . e . ‘

o0t B}

All thajor decisions are made by the Board; however, the Boatd' has estabhshed
committees to enable it to handle certain matters ini more depth. The committees are
(1) Audit, (2) Governance, (3) Compensation and Executwe Orgamzatlon and,,
(4) Executive. Members are expected to serve on commlttees as recommended’ by the
Governance Committee and approved by the Board, Committee members serve at the
'pleasure of the Board, for such period.of time as the Board may determlne con51stent with
these governance guldelmes All directors serving on the Audlt Governance and
Compensation and Executive Organization committees ‘must be 1ndependent as
determined by the Board in accordance with these governance guidelines and as required
by applicable law and regulation. The Executive Committee is made up of the chair of each
of the other committees along with the Chairman of the Board. Unless otherwise directed
by the Board, any transaction not in the ordinary course of business by’ and among the
_Company and Hershey Trust Company, Hershey Entertainment & Resorts Company and/
.or the Milton Hershey School; or any subsidiary, division or affiliate of any of;the .
foregoing; shall be reviewed and approved in advance by a subcommittee composed of the
independent members of the Executive Committee. The Board expects that under normal
circumstances it will direct that any potential transaction between the Company and any
of these entities involving the Company’s capital stock will be reviewed in advance by a
special committee composed of the directors elected by the holders of Commeon Stock
voting separately as a class, which special committee will make its recommendation to the
Board regarding such potential transaction. The charter of each committee is published on
the Company’s website and.will be made available to any.shareholder on request. Each
committee chair shall report the highlights of the committee meeting to the.full Board at
the Board meeting following the committee meeting. The Chairman of the Board serves as
" chair of the Executive-Committee. The chairs of the Audit Committee, the Governance
Committee and the Compensation and Exécutive Organization.Committee (the .
“Independent Committees”} are recommended by the'Governance Committee and . -
approved by the Board. Under normal circumstances; following four consecutive years as
the Chair of an Independent Committee, a director shall not serve again on such
committee for at least one year after standing down'as.the Chair thereof.-A Chair of an
Independent Committee may be permitted to continue to serve on such committee with
Board approval if the Board détermines that the formér Chair uniquely fills a specific need
of such Committee. The structure and functmmng of the commlttees shall be part of the

[

annual Board evaluatlon c oo . .
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E. Director Part1c1pat10n in Board and Commlttee Meetmgs S ot

]
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Each d1rect0r is expected to partlclpate actnae}_y in ‘thgn““rgspe(‘:ti_ve committee
meetings and in Board meetings. Directors are expected to attend all meetings and are
expecied to come prepared for a thorough discussion of agenda items. Directors are
expected to attend the Company’s Annual Meeting of Stockholders. Participation by

. directors will be rev1ewed as part- of the annual assessment of the Board and its

comimittees. . . ) S ST AP ---nc‘ .
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VIIL

ACCESS TO COMPANY PERSONNEL -

Dlrectors have full and free access to the Company’s officers and employees.
Division and function heads regularly make presentations to the Board and committees on
subjects w1th1n their areas of responasibility. The CEQ will invite other members of
management to attend meetings or other Board functions as appropriate. Directors may

. initiate communication with any employee and/or invite any employee to any Board or

committee meeting; however, they are expected to exercise judgment to protect the
confidentiality of sensitive matters and to avoid disruption to the business, and they are
expected to copy the CEO on written communications to company personnel under normal
c1rcumstances

ACCESS TO OUTSIDE ADVISORS

The Board and each committee have the power to hire independent legal, financial
or other advisors as they may deem necessary, w1thout consulting or obtaining approval of
Company management in advance. _

TRAINING

A.  Orientation o b

; ; : : .
Each new Board member shall undergo an orientation designed to educate the
director about the Company and his/her obligations as a director. At a minimum, the
orientation shall include meetings with several members of the Hershey Executive Team
and the Governance and Compliance Officer, a tour of key facilities and review of reference
materials regarding the Company and corporate governance, the Companys strateglc plan
and the llast annual report.

g -

B. . Ongoing Education - .

4
ki

.The Company will pay reasonable expenses for each director to attend at least one
relevant continuing education program each year: Directors are encouraged but not
required to attend. In addition, the Company will keep directors informed of significant
developments as appropriate. Each Board meeting shall include a report to directors on
(1) significant business developments affecting the Company, (2) significant legal
developments affecting the Company, and (3) significant legal developments affecting the
Board members’ obligations as directors.

[
OVERSIGHT OF MANAGEMENT
!

A . Review of CEO Performance and Compensation

The independent directors, together with the Compensation and Executive
Organization Committee, monitor the performance of the CEQ. Annually they shall review
the performance appraisal of the CEO performed by the Compensation and Executive
Organization Committee and shall review and approve the CEQ’s compensation
recommended by such committee.

BT

B. Review of Strategic Plan’

The Board shall review the Company’s strategic plan annually. All Board members
are expec‘!:ted to participate in an active review. The CEO will invite to the review members
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VIIL

of management with responsibility for key divisions and functions and any other personnel

. the CEO deems helpful, for purposes of providing mformatlon sufficient to facilitate a full

and frank discussion.

C. Management Succession

1. The Board shall review management succession plans annually. This shall
include review by the Board of organization strength and management development and
succession plans for each member of the Company’s executive team. The Board shall also
maintain and review annually, or more often if appropriate, a succession plan for the CEQO,

2. If the President, CEO and/or Chairman of the Board is unable to perform
for any reason, including death, incapacity, termination, or resignation before a
replacement is elected, then: (1) if the Company is without a Chairman of the Board, the
Chair of the Governance Committee shall serve as Chairman until a replacement is
elected or, in'the case of temporary incapacity, until the Board determines that the
incapacity has ended; (2) if the Company is without a President and CEOQ, the interim
President and CEQ shall be the officer of the Company approved by the Board, taking into
consideration the annual recommendation of the CEOQ; (3) in the case of incapacity of the
President, CEQ and/or Chairman, the Board shall determine whether to search for a
replacement; and {4) the Chair of the Compensation and Executive Organization
Commlttee shall lead any search for a replacement.

EVALUATION AND COMPENSATION OF THE BOARD

A Annual Evaluations

The directors shall evaluate the performance of the Board and its committees
annually. Each director shall complete an evaluation form for the Board as a whole and
each of the committees on which he or she has served during the year. Evaluation results
shall be reviewed by the Governance Committee, which shall present to the Board the
results along with any recommendations for change that the committee deems
appropriate. These governance guidelines and the committee charters shall be reviewed
annually in conjunction with the annual evaluation. The Governance Committee shall also
review the performance of Board members when they are considered for reelection and at
any time upon request of a Board nmiember.

B. Director Compensation and Benefits

1. General. The Compensation and Executive Organization Committee shall
review and make recommendations to the Board annually with respect to the form and
amount of compensation and benefits. These will be established after due consideration of
the responsibilities assumed and the compensation of directors at similarly situated
companies.

2. Stock Ownership,

a. The Board will not nominate any person to be elected a director at an
Annual Meeting of Stockholders unless such person owns, as defined below, or
agrees to purchase and own at least 200 shares of the Company’s Common Stock on
or before the record date for the proxy statement for such meeting.
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! b.  The Board desires that each director own, as defined herein, shares of
the Company’s Common Stock in an amount at least equal to the Stockholding
Guidelines as of January 1 of each year following the fifth anniversary of the date
the Board approves this policy in the case of current directors and as of January 1 of
each year following the fifth anniversary of becoming a director in the case of a
director first becoming a director subsequent to the date of such Board approval. For
purposes of the requirements herein and in paragraph a. above, ownership of the

- Company’s Common Stock includes Common Stock equivalent shares such as
common stock units deferred under the Company’s Directors’ Compensation Plan
an@ restricted stock units granted quarterly under that plan.

.G Stockholding Guidelines as of January 1 of any year means the number
Lof shares of the Company’s Common Stock, as described in paragraph b above, with
a va]ue valued at the average closing price on the NYSE of the Common Stock on
the ﬁrst three trading days of the month of December of the preceding year, equal to
.three’ times the sum of (a) the ‘annual retainer under the Company’s Directors’
Compensatlon Plan for such year and (b) the target value of the restrlcted stock unit

grant under that. plan.

CODE OF CONDUC']‘ L , B
Dlrectors are held to the highest standards of mtegrlty The Company s Code of Ethical
Business Conduct applies to directors as well as officers and employees and covers areas
including conflicts of interest, insider trading and compliance with laws and regulations.
The Auth Committee has respon51b111ty for oversight of the Company’s communication of,
and comphance with, the Code of Ethical Business Conduct.

|
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APPENDIX B
. THE HERSHEY COMPANY
EQUITY AND INCENTIVE COMPENSATION PLAN

(As adopted February 13, 2007; subject to stockholder approval)

Establishment and Purpose .

The Hershey Cémpany (the “Company”) hereby establishes The Hershey Company Equity
and Incentive Compensation Plan (the “Plan”). The purpose of the Plan is'to provide to

. employees, non-employee-directors and certain service providers to the Company or its

- subsidiaries (as defined below), upon whose efforts the Company is dependent for the
successful conduct of its business, further incentive to continue and increase their efforts and
" to remain in the service of the Company and its subsidiaries.

" The Plan is an amendment and restatement of and continues the Key Employee Incentive

" Plan (“KEIP”), including the Annual Incentive Program (“AIP”) and the Long-Term Incentive
Program (“LTIP”) portion, with certain modifications, and shall be the vehicle for any future
awards under the Broad Based Stock Option Plan, Directors’ Compensatmn Plan and Broad

Based Annual Incentive Plan
PR

The Plan was adopted by the Board of Directors on Februar'y 13, 2007, subject to approval of
the stockholders at the 2007 Annual Meeting of Stockholders, The Plan shall be effectwe on
the date of such stockholder approval (the “Effective Date”).

As used herein, (i) the term “Subsidiary Company” or “Subsidiary” shall mean any present or
future corporation or entity which is or would be a “subsidiary” of the Company as defined in
Section 424 of the Internal Revenue Code of 1986 (the “Code”) or any successor provision, and
(ii) the term “Company” defined above shall refer collectively to-The Hershey Company and
its Subs1d1ary Companies unless the context 1nd1cates otherwise. = - :

Stock SubJect to the Plan

The aggregate number of shares of the Company’s common stock $1.00 par value per share
(the “Common Stock”), that may be issued under the Plan pursuant to awards granted wholly
or partly in Common Stock (including rights or options which may be exercised for or settled
in Common Stock) is 19,044,782, plus 13,220,127 shares that may be issued pursuant to
- awards outstanding under the KEIP as of February 13, 2007, the date this Plan was approved
by the Board of Directors; provided, however, that of the 19,044,782 shares available for
issuance under the Plan that are not subject to outstanding awards under the KEIP as of
February 13, 2007, only 6,348,261 shares, representing one-third of such shares, may be
issued under this Plan with respect to awards made on or after February 13, 2007 that are
not stock options or stock appreciation rights. The shares of Common Stock issued under this
Plan may be either authorized but unissued shares, treasury shares held by the Company or
any direct or indirect subsidiary thereof, or shares acquired by the Company through open
market purchases or otherwise, The number of shares of Common Stock underlying any
awards outstanding on or after the Effective Date that are forfeited or terminated,
surrendered, expire unexercised, or are settled in cash in lieu of Common Stock, shall again
immediately become available for issuance pursuant to awards hereunder. Shares withheld
by the Company to satisfy tax withholding obligations and all shares covered by stock

4
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~ appreciation rights, to the extent exercised and settled in Common Stock, shall be considered

issued or transferred pursuant to the Plan. The Committee may from time to time adopt and
observe such procedures concerning the counting of shares against the Plan maximum as it
may deem appropriate.

Administrelition

The Plan shall be administered by the Compensation and Executive Organization Committee
{the “Committee”), or any successor committee, appointed by and consisting solely of members
of the Board of Directors (the “Board”) of the Company. To the extent provided by resolution
of the Board, the Committee may authorize the Chief Executive Officer of the Company,
acting to the extent necessary as a committee of the Board, and other senior officers of the
Company to designate officers and employees to be recipients of awards, to determine the
terms, condltlons form and amount of any such awards, and to take such other actions which

. the Commlttee is authorized to take under this Plan, provided that the Committee may,not

delegate to any person the authority to grant awards to, or take other action with respect to,
participants who at the tirmne of such awards or action are subJect to Section 16 of the
Securities Exchange Act of 1934, as amended (“Exchange Act”) or are “covered employees” as
defined in Section 162(m) of the Code Notwithstanding the foregoing, awards relating to the
non- employee directors shall be administered by the full Board of Directors, who shall have
all of the authority and discretion otherwise granted to the Committee with respect to the
admlmstratlon of the Plan, and with respect to such awards, reference herein to “Committee”
shall mean reference to the Board, and to the extent requlred by the Company’s governing
documents or: the Board, awards to the Company’s Chief Executive Officer shall be.
administered, by the independent directors on the Company’s Board, and with respect to such
awards references to “Committee” shall mean reference to such independent directors.

I
b

Subject to theI terms and conditions of the Plan, the Committee shall have authority: (i} to
determine the terms, conditions, form and amount of awards, distributions or payments

- granted or made to each participant, including conditions upon and provisions for vesting,

exercise and acceleratmn of any awards, distributions or payments, which terms and
conditions shall be set forth in a written agreement, subplan, program, statement or other
document (which may be in electronic format) issued by the Company evidencing such award
(any such agreement, subplan, program, statement or document being an “award - :
agreement”); (ii) to construe and interpret the terms and intent of the Plan and any award
agreement (111) to define the terms used in the Plan; (iv) to prescribe, amend and rescind
rules and regulatlons relating to the Plan; (v} to select individuals to participate in the Plan;
(vi) upon the request of a participant in the Plan, to approve and determine the duration of
leaves of abse_nce which may be granted to the participant without constituting a termination
of his or her employment for purposes of the Plan; (vii} to adopt such procedures, agreements,
arrangements, subplans and terms as are necessary or appropriate to permit participation in
the Plan by employees who are foreign nationals or employed outside the United States; and
(viii) to make;all other determinations necessary or advisable for the administration and
operation of the Plan. The Committee shall have the right to impose varying terms and
conditions with respect to each grant or award. All determinations and interpretations made
by the Commlttee shall be final, binding and conclusive on all participants and on their legal
representatives and beneﬁmarles |

Falr Market Value

As used in the Plan (unless a different method of calculation is reqmred by apphcable law,
and except’ as otherwise specifically provided in any Flan provision or provided by the
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- +! Committee with respect to an award), “Fair Market Value” on or as of the applicable date

shall mean (i) the closing price of the Common Stock as réported in the New York Stock
Exchange Composite Transactions Report (or any other consolidated transactions reporting
system which subsequently may replace such Composite Transactions Report) for the New
York Stock Exchange on such date (or, unless otherwise provided in the award with respect to
awards made prior to the Effective Datg, the trading day immediately preceding such date),
or if there are no sales on such date, on the next preceding day on which there were sales, or
(ii) in the event that the Common Stock is no longer listed for trading on the New York Stock
Exchange, an amount determined in accordance with standards adopted by the Committee.
Eligibility and Participation, v

1
v

Employees nion- employee directors and individuals who prov1de services to the Company or
any of its Subsidiary Companies as consultants, contractors or agency employees, shall be

_eligible for selection to participate in the Plan. An individual who receives an award under
the Plan is referred to herein as a participant. ‘A'participant may receive more than one
award from time to time, and may be granted any combmatlon of awards as the Committee
shall determine. . L '

Annual Incentive Program

The Committee may from time to time, subject to the provisions of the Plan and such other
“terms and conditions as the Committee may determine, establish contingent target awards

o for those ehglble individuals it selects to part1c1pate in the AIP. Each such contingent target

award shall be ewdenced by an award agreement, and shall be determined based upon such
1factors as are deemed appropriate by the Committee, subject to the following:

(a) The amounts earned by and paid to AIP partlclpants with respect to the contingent target
. -awards (“AIP Awards”) will be based prlmarlly upon achievement of Performance Goals
h _(as defined in Paragraph 9 below) over a gne- year performance cycle as approved by the
Committee.

+

(b) The Committee, within the limits of the Plan, shall have full authority and discretion to
determme the time or times of establishing ATP Awards; to select from among those
. eligible the individuals to receive AIP Awards; to de31gnate the amounts to be earned
" under the AIP Award in relation to levels of achievement of Performance Goals; to adopt
such financial and nonﬁnanc1al performance or other criteria for the payment of' AlIP
Awards as it may determine from time to time; to establish such other measures as may
be necessary to achieve.the objectives of the Plan; and to review and certify the
achievement of Performance Goals. The ﬁnanmal or nonfinancial Performance Goals
established by the Committee may be based upon one or more Performance Factors (as
defined in Paragraph 9 below).

(c) Any AIP Award the Committee intends to be performance-based compensation within the
meaning of Section 162(m) of'the Code, shall be based on one or more Performance
Factors and otherwise established, earned and paid in conformity with the provisions of
Paragraph 9 applicable to Performance Awards.

(d) The maximum amount any participant can receive as an AIP Award for any calendar
‘ year shall not exceed $10, 000 000 L

(e) ATP Awards as earned under the terms of the Plan shall be paid in cash, Common Stock
or in a combination thereof as the Committee in its sole discretion shall determine, and
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may be e:qual to, exceed or be less than the contingent target awards, subject nevertheless
to the maximum award limit set forth in subparagraph (d) above.

7. Long-Tern:i Incentive Program

!
Awards under the LTIP may be one or more of the following:

L

Perform:ance Stock Units‘_and Performance Stock

b
The' Comrmttee may, subject to the provisions of thé Plan and such other terms and
conditions as the Committee may determine, grant Performance Stock Units and/or shares of
Performance Stock to reflect the value of contingent target awards established for each ™
eligible individual selected for participation. Each grant of Performance Stock Units or
Performance Stock shall be ewdenced by an award agreement, subject to the following: _

(a)

(b)

(c)

(d)

(e)
(3]

11

Each Performance Stock Unit shall be equivalent to a share of Common Stock and each
share of Performance Stock shall be a share of Common Stock. The amount actually
earned by and paid to holders of Performance Stock Units and/or Performance Stock
(“PSU/PS Awards”) will be based upon achievement of Performance Goals over
performance cycles established by the Committee. Such performance cycles each shall

cover such period of time as the Committee from time to time shall determine.
|

The Commlttee within the limits of the Plan, shall have full authority and discretion to
determ;ne the time or times of establishing contmgent target awards and the awardmg of
Performance Stock Units and/or Performance'Stock; to select the eligible individuals to
receive PSU/PS Awards; to designate levels of awards to be earned in relation to levels of
achlevement of Performance Goals; to adopt such financial and nonfinancial performance
or other criteria for the payment of PSU/PS Awards as it may determine from time to
time; to 'make awards; to establish such other measures as may be necessary to the
objectwes of the Plan; and to review and certify the achievement of Performance Goals.
The Performance Goals established by the Committee may be based on one or more of the
Performance Factors.

Paym’ents of PSU/PS Awards shall be made 'in shares of Common Stock, provided
payments of Performance Stock Unit awards may be made in Common Stock, cash, or a
combmatlon thereof, as the Committee in its sole discretion shall determine; provided,
however that no fractional shares shall be issued and any such fraction will be
ehmmated by rounding downward to the nearest whole share.

PSU/PS Awards earned under the terms of the Plan may be equal to, exceed or be less
than the contingent target award.

All uneeirned or unvested PSU/PS Awards shall be forfeited to the Company. °

The maximum aggregate number of shares of Commeon Stock covered by awards of
Performance Stock Units and shares of Performance Stock that a participant may receive.
with res'pect to any calendar year shall be 500,000 shares.

Stock Optwns

The Commltltee may, from time to time, subject to the provisions of the Plan and such other
terms and cdndltmns as it may determine, grant an award of nonqualified Options to
purchase shares of Common Stock of the Company to individuals eligible to participate in the
Plan. Each Option award shall be evidenced by an award agreement on such terms and
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conditions and be in such form as the Committee may from time to time approve, subject to
the following: :

(a) The exercise price per share with respect to each Option shall be determined by the
Committee in its sole discretion, but shall not be less than 100% of the Fair Market Value
of the Common Stock as of the date of the grant of the Optlon

(b) Optlons granted under the Plan shall be_ exerc1sable in such 1nstallments and for such
periods, as shall.be provided by the Committee at the time of granting, but in no event
shall any Option granted extend for a period in excess.of ten (10) years from the date of
grant. -

(c) The maximum number of shares of Common Stock covered by Options ‘granted toa
participant for any calendar year shall not exceed 500,000; 1,000,000 in the partlclpant 5
initial calendar year of participation. . - .

4

(d} Among other conditions that may be impnsed by the Committee, if deemed appropriate,
are those relating to (i) the period or periods and the conditions of exercisability of any
Option; (i) the minimum periods during which grantees of Options must be employed, or
must hold Options before they may be exercised; (iii) the minimum periods during which
shares acquired upon exercise must be held before sale or transfer shall be permitted;

(iv) conditions under which such Options or shares may be subject to forfeiture; and
(v) the frequency of exercise or the minimum or maximum number of shares that may be
acquired at any one time. .

(e) Exercise of an Option shall be made by written noticé (including electronic notice) in the

form and manner determined by the Committee.

(D The purchase price upon exercise of any Option shall be paid in full by making payment
(i} in cash; (ii) in whole or in part by the delivery of a certificate or certificates of shares of
Common Stock of the Company, valued at the then Fair Market Value; or (iii) by a
combination of (i) and (ii).

(g) Notwithstanding subparagraph (f) above, any optionee may make payment of the Option
‘ price through a simultaneous exercise of his or her Option and sale of the shares thereby
acquired pursuant to a brokerage arrangement compliant w1th such terms and conditions
as the Committee may determine.
{h) The Committee may require the surrender of outstandmg Options as a condition to the
' grant of new Optlons
(i) Notwithstanding any other provision of the Plan and except as may be provided in the
applicable award agreement, upon the occurrence of a Change in Control, each
outstanding Option held by a participant shall become fully vested and exercisable
notwithstanding any vesting schedule or installment schedule relating to the
exercisability of such Option contained in the applicable Option agreement or otherwise L
established at the time of grant of the Option.

)] For purposes of this Plan a “Change in Control” means:

(1) Individuals who, on April 18, 2006, constitute the Board (the “Incumbent Directors™)
cease for any reason to constitute at least a majority of the Board, provided that any
person becoming a director subsequent to April 18, 2006, whose election or
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(2)

3)

(4)

i
nomination for election was approved by a vote of at least two-thirds of the
Incu’mbent Directors then on the Board (either by specific vote or by approval of the
proxy statement of the Company in which such person is named as nominee for
director, without written objection to such nomination) shall be an Incumbent
Director; provided, however, that no individual initially electeéd or nominated as a
director of the Company as a result of an actual or threatened election contest (as
described in Rule 14a-11 under the Exchange Act) (“Election Contest”) or other
actual or threatened solicitation of proxies or consents by or on behalf of any person
(as such term is defined in Section 3(a)(9) of the Exchange Act and as used in
Section 13(d)(3) and 14(d)(2) of the Exchahge Act) (“Person”) other than the Board
(“Proxy Contest”), including by reason of any agreement intended to avoid or settle
any Electmn Contest or Proxy Contest, shall be deemed an Incumbent Director; and
prowded further, however, that a director who has been approved by the Hershey
Trust while it beneﬁmally owns more than 50% of the combined voting power of the
then outstanding voting securities of the Company entitled to vote generally in the
election of directors (the “Outstanding Company Voting Power”) shall be deemed to
be af) Incumbent Director; or

The acquisition or holding by any Person of beneficial ownership (within the meaning
of Séction 13(d) under the Exchange Act and the rules and regulations promulgated
thereunder) of shares of the Common Stock and/or the Class B Common Stock of the
Com'pany representing 25% or more of either (i) the total number of then outstanding
shares of both Common Stock and Class B Common Stock of the Company (the
“Qutstanding Company Stock”} or (ii) the Outstanding Company Voting Power;
prowded that, at the time of such acquisition or holding of beneficial ownership of
any such shares, the Hershey Trust does not beneficially own more than 50% of the
Outstanding Company Voting Power; and provided, further, that any such
acquisition or holding of beneficial ownership of shares of either Common Stock or
Class B Common Stock of the Company by any of the following entities shall not by
itself constitute such a Change in Control hereunder: (i) the Hershey Trust; (ii) any
trust established by the Company or by any Subsidiary Company for the beneﬁt of
the Company and/or its employees or those of a Subsidiary Company or by any
Subs:_idiary Company for the benefit of the Company and/or its employees or those of
a Subsidiary Company; (iii) any employee benefit plan (or related trust) sponsocred or
maintained by the Company or any Subsidiary Company; (iv) the Company or any
Subsidiary Company or (v) any underwriter temporarily holding securities pursuant
to an offering of such securities; or

The approval by the stockholders of the Company of any merger, reorganization,
recapltahzatlon consolidation or other form of business combination {a “Business
Combination”) if, following consummation of such Business Combination, the
Hershey Trust does not beneficially own more than 50% of the total voting power of
all outstanding voting securities of (x) the surviving entity or entities (the “Surviving
Company”) or (y) if applicable, the ultimate parent Company that directly or
indirectly has beneficial ownership of more than 50% of the combined voting power of
the then outstanding voting securities eligible to elect directors of the Surviving
Company; or

The approval by the stockholders of the Company of (i) any sale or other disposition
of all or substantially all of the assets of the Company, other than to a company (the
Acqulrlng Company”) if, following consummation of such sale or other disposition,

the Hershey Trust beneficially owns more than 50% of the total voting power of all
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.outstanding voting securities eligible to elect directors (x) of the Acquiring Company
or (y) if applicable, the ultimate parent Company that directly or indirectly has
beneficial ownership of more than 50% of the combined voting power of the then
outstanding voting securities eligible to elect directors of the Acqulrlng Company, or
.(i1) a liquidation or dissolution of the Company.

.

For purposes of this Plan, “Hershey Trust” means elther or both of (a) Hershey Trust
Company, a Pennsylvania corporation, as Trustee for the Milton Hershey School, or any
successor to Hershey Trust Company as such trustee, and (b} Milton Hershey School, a
Pennsylvania not-for-profit corporation.

For purposes of this Plan, a “Potential Chénge in Control” means:

(1) The Hershey Trust by action of any of the Board of Directors of Hershey Trust
Company; the Board of Managers of Milton Hershey School; the Investment
Committee of the Hershey Trust; and/or any of the officers of Hershey Trust
Company.or Milton Hershey School {acting with aathority) undertakes consideration
of any action the taking of which would lead to a Change in Control as defined
herein, including, but not limited to consideration of (i) an offer made to the Hershey
Trust to purchase any number of its shares in the Company such that if the Hershey
Trust accepted such offer and sold such number of shares in the Company the
Hershey Trust would no longer have more than 50% of the Outstanding Company
Voting Power, (ii) an offering by the Hershey Trust of any number of its shares in the
Company for sale such that if such sale were consummated the Hershey Trust would
no longer have more than 50% of the Outstanding Company Voting Power or
(iii) entering into any agreement or understanding with a person or entity that would
lead to a Change in Control; or :

o , . . :

(2) The Board approves a transaction described in subsection (2), (3) or {4) of the
definition of a Change in Control contained in subparagraph (G) of Paragraph 711
hereof. . ik

In the event that a transaction which would constitute a Change in Control if approved
by the stockholders of the Company is to be submitted to such stockholders for their
approval, each participant who holds an Option or Stock Appreciation Right (“SAR”)
under the Plan at the time scheduled for the taking of such vote, whether or not then
exercisable, shall have the right to receive a notice at least ten (10) business days prior to
the date on whlch such vote is to be taken. Such notice shall set forth the date on which
such vote of stockholders is to be taken, a descrlptlon of the transactlon belng proposed to
stockholders for such approval, a descnptlon of the pronSl(ms of subparagraph (i) of
Paragraph 711 of the Plan, or in the case of SARs, Subparagraph (f) of Paragraph 7111, and
a description of the impact thereof on such participant in the event that ‘such stockholder
approval is obtamed Such notice shall also set forth the manner in which and price at
which all Optmns or SARs then held by each such participant could be exercised upon the
obtaining of such stockholder approval

Stock Appreciation Rights

'
. t .

The Committee may, from time to time, subject to the provisions of the Plan and such other
terms and conditions as the Committee may determine, grant an award of SARs to
individuals eligible to participate in the Plan. SARs shall be evidenced by an award
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agreement, and shall be subject to such terms and conditions consistent with the Plan as the

Committee shall impose from time to time, including the following:
i

(a) SARs may, but need not, relate to Options granted under the Plan, as the Committee
shall det{ermine from time to time. In no event shall any SARs granted extend for a
period in excess of ten {10) years from the date of grant.

(b) Exercise of an SAR shall be made by written notice (including electronic notice) in the
form and manner determined by the Committee.

(c) A holder of SARs shall be entitled to receive upon exercise the excess of the Fair Market
Value of a share of Common Stock at the time of exercise over the Fair Market Value of a
share at the time the SARs were granted, multiplied by the number of shares with
respect t;,o which the SARs being exercised relate.

(d) In the sole discretion of the Committee, the amount payable to the holder upon exercise of
SARs may be paid either in Common Stock or in cash or in a combination thereof;
provided, however, that no fractional shares shall be issued and any such fraction will be
el1m1nated by rounding downward to the nearest whole share.

(e} In the sole discretion of the Committee, SARs related to specific Options may be
exercisable only upon surrender of all or a portion of the related Option, or may be
exerclsable in whole or in part, only at such times and to the extent that the related
Option'i is exercisable, and the number of shares purchasable pursuant to the related
Option may be reduced to the extent of the number of shares with respect to which the
SARs are exercised. -

(fi Notwithstanding any other provision of the Plan and except as may be provided in the
applicable award agreement, upon the occurrence of a Change in Control, each
outstanding SAR held by a participant shall become fully vested and exercisable
notwithstanding any vesting schedule or instaliment schedule relating to the
exercisability of such SAR contained in the applicable SAR agreement or otherwise
estabhshed at the time of grant of the SAR.

(g) The maximum number of SARs granted to a participent during any calendar year shall
not exceed 500,000; 1,000,000 in the participant’s initial year of participation.

IV, Restrwted Stock Units and Restrtcted Stock

The Commlttee may, from time to time, subject to the prowsmns of the Plan and such other
terms and conditions as it may determine, grant an award of Restricted Stock Umts and/or
shares of Restricted Stock to individuals eligible to participate in the Plan. Each grant of
Restricted Stock Units and/or shares of Restricted Stock shall be evidenced by an award
agreement. The grant of Restricted Stock Units and/or Restricted Stock (an “RSU/RS Award”)
shall state the number of Restricted Stock Units or shares of Common Stock covered by the
grant, and shall contain such terms and conditions and be in such form as the Committee
may from tuine to time approve, subject to the following:

|
(a) Each Reéstricted Stock Unit shall be equivalent in value to a'share of Common Stock, and
each share of Restricted Stock shall be a share of Common Stock.

{b) Vestmg of each RSU[RS Award grant shall require the holder to remain in the service of
the Company or a Subsidiary Company for a prescribed period (a “Restriction Period”).
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The Committee shall determine the Restriction Period or Periods which shall apply to the
shares of: Common Stock covered by each. RSU/RS Award grant. Except as otherwise
determined:by.the Committée and provided in the award agreement and except as
- otherwise provided in Paragraph.8, all RSU/RS Awards granted to a participant under
the Plan shall terminate upon termination of the participant’s service with-the Company j
or any Subsidiary Company before the end of the Restriction Period or Periods applicable >
to such RSU/RS Award; and in such.event the holder shall not be entitled to receive any
. payment with respect to those Restricted Stock Units or to retain those shares of
Restricted Stock. The Committee may also, in its sole discretion, establish other terms
and conditions for the vesting of an RSU/RS :‘Award, including conditioning vesting on the
achievement of one or more Performance Goals. Notwithstanding any other provisions of
« the'Plan and except as may be provided in an.award agreement, upen the occurrence of a
.Change in Control, the Restriction Period shall expire and all restnctlons on any RSU/RS 1
- Awards held by a participant shall'lapse. .. v: .47 : ¥ . {
PRI
{¢} Upon expiration of the Restriction Period or Periods applicable to each RSU/RS Award
- grant, the holder shall, upon such expiration, without payment, be entitled to receive
payment in an amount equal to the aggregate Fair Market Value of the shares of
.- .. Common Stock covered by such award of Restricted Stock Units or retain the shares of
+-'t Restricted Stock. Such payment with respect to Restricted Stock Units may be made in
«r-cash, in shares of Common Stock equal to the number of Restricted Stock Units with
.. respect to which such payment is made, or-in any combination thereof, as the Committee
in its sole discretion shall determine; the participant shall retain the shares of Restricted
Stock, free of all restrictions. Further upon such expiration, except as otherwise provided
~ -« in‘the award agreement, the holder shall be entitled to receive a cash payment in an
.. amount-equal to each cash dividend the Company would have paid to such holder during
the term of those Restricted Stock Units as if the holder had been the owner of record of
the shares of Common Stock covered by such Restricted Stock Units on the record date
for the payment of such dividend. Cash dividends paid on shares of Restricted Stock shall x
be pald to the partlclpant as prowded in the award ag‘reement
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(d) The max1mum aggregate number of shares of Common Stock covered by an award of
Restricted Stock Units or shares of Restricted Stock that a participant may receive with
respect to any calendar year shall be 500,000 shares of Common Stock or equal to the |
. value of 500,000 shares. = . : o S . |

V. Other C‘ash-Based Aiuafds (Imd Stoék-Based Awards .
The Committee may, from time to time, subJect to the prowswns of the Plan and such other
terms and conditions as it may determlne grant other Cash-Based Awards and/or Stock-
Based Awards to individuals e11g1ble to receive awards under the Plan. Each grant of a Cash-

' Based Award or'Stock-Based Award' shall be ewdenced by an award agreement subject to the 5
followmg '

1

(a) 'Each Cash-Based Award shall have a'value as may be determined by the Commlttee For
each Cash-Based Award, thé Committee may establish Performance Goals in its |
discretion. If the Committee exercises-its discretion to establish such Performance Goals, i

' the numberiand/or value of Cash- Based Awards that will be paid out to the participant
- will be determined, in the manher determlned by the Commlttee by the extent to which
the Performance Goals are met . :

(b) Payment of earned Cash-Based Awards shall be as determlned by the Cemmlttee and
. ¢ evidenced in the award agreement. . The Committee, in its sole discretion, may provide the -
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payment of earned Cash-Based Awards in the form of cash, in shares of Common Stock,
orina comblnatlon thereof, that have an aggregate Fair Market Value equal to the value
of the earned Cash-Based-Awards (the applicable date regarding which aggregate Fair
Market Value shall be determined by the Committee). Such shares may be granted
subJect to any restrictions deemed appropnate by the Committee.

(¢) The Commlttee may grant Stock Based Awards, Whlch are equlty-based or equity-related
awards not otherwise described by the terms of this Plan (including the grant or offer for
sale of unrestncted shares of Common Stock), in such amounts and subjeet to.such terms
and condltlons including, but not limited to béing subject to Performance Goals, or in
satlsfactlon of such obligations, as the Committee shall determine: Stock-Based Awards
may entail the transfer of shares to partic'ipants, or payment in cash or otherwise of
amounts based on the valie of shares and may include, without limitation, awards
demg’ned to comply with or take advantage of the applicable local laws of jurisdictions
other than the United States
Lo e t Y . ' : )

(d)' Each award agreement shall set forth the extent to wh1ch the participant shall have the
right to irecewe Cash-Based Awards and Stock-Based Awards following termination of the

partlclpant’s service with the Company and Company Subsidiaries. Such provisions shall
be determmed in'the sole discretion of the Coinmittee, shall be included in the applicable
award agreement, need’'not be uniform among all awards of Cash-Based Awards-and
Stock- Based Awards issued pursuant to the Plan, and may reflect d1st1nct10ns based on
the reasons for termmatlon Ao : :

{e) The maxlmum aggregate’ amount awarded to any one participant in any calendar year
with respect to Cash-Based Awards-may not eéxceed $10,000,000 and with respect to
Stock-Based Awards, ‘may: not exceed 500,000 shares.

Termmatugm of Servu,e no - i Co o

Except as otherw1se provided in an award agreement or determined by the Committee, upon

termination Iof gervice with the Company of any part1c1pant such participant’s nghts with

respect to a\?fards shall be as follows:

i T i r,

(2) Inthe e;rent that the service of a participant is terminated by the Company for any
reason, except as and to the extent provided otherwise in this Paragraph 8 below or by
the Cordnnttee in an award agreement, and except as provided below after the occurrence -

- ofa Potentla] Change in Control or Change in Control, the participant’s rights and
. interests under the Plan shall immediately termmate upon termination of service.

s Upon the occurrence of a Potential Change in Control (as defined in subparagraph (k) of
Paragraph 711 hereof) and for a period of one (1) year thereafter, the following special
provision and notice requirement shall be applicable in the event of the termination of
the service of any participant holding an Option or SAR under the Plan: (i) in no event
may a notlce of termination of service be lssued to such a participant unless at least ten

- (10) busmess days prior to the effective date of such termination, the participant is

, prowded with a written notice of 1ntent to terminate the participant’s service which sets

forth in; {reasonable detail the reason for such; 1ntent to terminate, the date on which such
termlnatlon is to be effective, and a descnptlon of the participant’s rights under this Plan
and under the applicable award agreements, including the fact that no such Option or
SAR may be exercised after such termination has become effective and the manner,
extent a:nd price at which all Options and SARs then held by such participant may be
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exercised; and (ii) such notice of intent to terminate a participant’s employment shail not
be considered a “termination of service” for purposes of the first sentence of this
Paragraph 8(a). This Paragraph 8(a) is intended only to provide for a requirement of
‘. notice to terminate upon the occurrence of the events set forth herein and shall not be
construed to create an obligation of continued service in any manner or to otherwise
. affect or limit the Company’s ability to termlnate the service of any part1c1pant holding

. an Optlon or SAR under the Plan. - - : v

. [ . . q - N . 4 N ' i .

Upon the occurrence of a Change in Control and for a perlod of two (2) years. thereaﬂ;er
in the event of the termination of a participant’s service by the Company for any reason
- other than for Cause (as defined below) or by the.participant for Good Reason (as defined
.below),.such participant shall have one (1) year from'the date of termination of service to

exercise such Option or SAR or until the date of expiration of the Option or SAR, if

earlier. In addition, all restrictions and limitations on the exercise of such Option or the
-i sale of shares of Common Stock received pursuant to exercise of an Option or SAR
relating to minimum stockholding requirements shall 1mmed1ately terminate upon the
occurrence of a Change in Control C, T
For purposes of this Plan, “Cause means, with respect to a participant who is covered
under the Company’s Severance Benefits Plan for Salaried Employees, Employee
- Benefits Protection Plan (Group 2), Executive Benefits Protection Plan (Group 3), or

. . Executive Benefits Protection Plan (Group 3A) or any similar or successor plan, or an

employment or similar agreemént with the Company or any Subsidiary, “cause” as
defined in the plan or agreement applicable to such participant, and with respect to all
other participants, means (a) the willful and continued failure of the participant to
substantially perform the participant's duties with the Company (other than any such
failure resulting from incapacity due to physical.or mental illness), after a written
demand for substantial performance is delivered to the participant by the participant’s
. supervisor which specifically identifies the manner in which the participant’s supervisor
believes that the participant has not substantially performed the participant’s duties;
(b) the willful engaging by the participant in illegal conduct or gross misconduct which is
materially and demonstrably injurious to the Company; (c) the participant having been
convicted of, or having entered into a plea of nolo contendere to, a crime that constitutes a
felony; or (d) the willful material breach by the participant of the Company’s Code of
Ethical Business Conduct or any successor or similar code of conduct, or other material
policies applicable to-the participant, including policies prohibiting disclosure or misuse
of confidential information. For purposes of the preceding clauses (a) and (b), no act or
failure to act, on the part of the participant, shall be considered “willful” unless it is done,
-or.omitted to be done, by the participant in bad faith or, without reasonable belief that the
participant’s action or omission was in the best interests of the Company. Any act, or
failure to act, based upon the instructions or with the approval of a senior officer of the
Company or the participant’s superior or based upon the advice of counsel for the
Company shall be conclusively presumed to be done, or omitted to be done, by the
participant in good faith and in the best interests of the Company.

For purposes of this Plan, “Good Reason” means, with respect to.a participant who is
covered under the Company’s Severance Benefits Plan for Salaried Employees, Employee
Benefits Protection Plan (Group 2), Executive Benefits-Protection Plan (Group 3), or
Executive Benefits Protection Plan (Group 3A), or any similar or successor plan, or an

: employment of similar agreement with the Company or any Subsidiary, “good reason” (or
other words of similar import) as-defined in the plan or agreement applicable to such
participant, and with respect to all other participants, means “godd reason™ as defined in
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' . the Company’s Severance Benefits Plan for Salaried Employees as in effect immediately

(b)

prior to the Change in Control as if such plan apphed to such partlupant
If a part1c1pant termlnates service with the Company as the result of his or her becoming
totally disabled or if a part1c1pant should die or (except as to RSU/RS Awards) retire (as
defined by the Committee with respect to an award) while in the service of the Company
or any of its Subsidiary Companies, then the participant or, as the case may be, the
person or persons to whom the participant’s interest under the Plan shall pass by will or

. by the laws of descent and dlstrlbutlon (the “Estate”), shall have the followmg rights:

1

(i) the g’rantee of a contlngent AIP Award or the Estate shall be ent1t1ed to receive
: pa)Iment of an AIP Award as, and to the extent determmed by the Commlttee

(ii) if the holder of a PSU/PS ‘Award shall have performed services for at Ieast two-thirds

. of the related performance cycle prior to the date of termination or death; then,

' -'excfept as otherwise provided in the award agreement evidencing the PSU/PS Award,
‘and subject to any further adjustments the Committee may make in its absolute
dlscretlon the participant or the Estate shall be entitled to receive payment of a
PSU/PS Award upon the expiration of the related performance cycle, provided that
such payment shall be adjusted by multiplying the amount thereof by a fraction, the

S numerator of which shall be the numberiof full and partial calendar months between

;' the date of the-beginning of each such performance cycle and the date of termination

" Cor death and the.denominator of which shall be the number of full and partial
calendar months from the date of the beginning of the performance cycle to the end of
the'said performance cycle s : !

{iii) except as otherwise pr0v1ded in the terms and conditions of the award agreement,

'the ‘holder or the Estate shall be entitled to exercise (provided any vesting

. requirement has been satisfied as of the date of exercise) any Option or SAR for a
-period of five (5) years from such date of death, total disability or retirement, or for

«-5uch longer-period as.the Committee may determine in the case of financial hardship
'or other unusual circimstances (subject to the maximum exercise period for Options
and SARs specified in Paragraph 711(b) and 7III(a) hereof, respectively);

2 (iv) except as othemlse promded in the award agreement for an RSU/RS Award

(c)

(A) upon death or termination due to total disability the holder or the Estate shall be
entltIed to receive payment in respect of the RSU/RS Award, provided that such
award shall be adjusted by multiplying the amount thereof by a fraction, the
' numerator of which shall be the number of full and partial calendar months between
the date of grant of such RSU/RS Award and the date of death or termination, and
‘the denominator of which shall be the number of full and partial calendar months
from the date of the grant to the end of the Restriction Period, and (B) upon
retlrement the participant’s rights with' ‘'respect to an RSU/RS Award shall
1mmed1ately terminate; and
t
(v) .the grantee of a Cash Based Award or Stock-Based Award or the Estate shall be
entltled to receive payment of such award as, and to the extent, provided in the
,apphcable award agreement -
. . | .
In the event of re51gnat10n by the participant, the participant’s rights and 1nterests under
the Plan shall immediately terminate upon such resignation; provided, however, that the
Commlttee shall have the.absolute discretion to review the reasons and circumstances of
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_the resignation and to determine whether, alternatively, and to.what extent, if any, the
participant may continue to hold any rights or interests under the Plan.
(d) A transfer of a participant without an intervening period from the Company to a
Subsidiary Company or vice versa, or from one Subsidiary Company to another, shall not
be deemed a termination of service. ' S

(e) For purposes of this Plan, references to a participant’s “service” and termination thereof
shall mean, in the case of (i} an employee, the participant)s employment with the.
Company or Subsidiary Company, (ii} a non-employee director, the director’s service as a
director of the Company or Company Subsidiary, or (iii) of a contractor, consultant or

- agency employee, the participant’s service to the Company or Subsidiary Company in
- such capacity. : . '

. () The Committee shall be authorized to make all determinations and calculations required

by this Paragraph 8, including any determinations necessary to establish the reason for
- terminations of employment for purposes of the Plan, which determinations and -

calculations shall be conclusive and binding on any affected participants and Estates.
Performance Factors; Additional Requirements
Without limiting the type or number of awards that may be made under this Plan, an award
may be a performance-based award. A performance-based award intended to comply as
“performance-based” compensation under Section 162(m} of the Code is referred to as a
“Performance Award.” A Performance Award shall, except as may otherwise be permitted
under, Section 162(m) of the Code, be paid, vested or otherwise deliverable solely on account of
the attainment of one or more pre-established, chjective performance goals (“Performance
Goals”) established by the Committee prior to the earlier to occur of (x) 90 days after . the
commencement of the peried of service to which the Performance Goal relates and (y) the
elapse of 25% of the period of service (as established in good faith at the time the Performance
Goal is established), and in any event while the outcome is substantially uncertain. A ...
Performance Goal is objective if a third party having knowledge of the relevant facts could
determine whether the goal is met. A Performance Goal may be based on one or more of the

following measures: net earnings or net income (before or after taxes), earnings per share, net

sales or revenue growth, net operating profit, return measures (including, but not Yimited teo,
return on assets, capital, invested capital, equity, revenue, or sales), cash flow (including, but
not limited.to, operating cash flow, free cash flow, and cash flow return on equity), earnings
before or after taxes, interest, depreciation, and/or amortization, gross or operatinig margins,
productivity ratios, share price (including, but not limited to, growth measures and total
shareholder return), expense targets, margins, operating efficiency, market share, customer
satisfaction, and/or balance sheet measures (including but not limited to, working capital
amounts and levels of short and long-term debt) (collectively, the “Performance Factors™).
Performance Factors may be particular to a participant or the division, line of business .or
other unit, or the Company generally, or may be absolute in their terms or measured against
or in relationship to the performance of a peer group or other external or internal measure. A
Performance Goal may, but need not be, based upon a change or an increase or positive result
under a particular Performance Factor and could include, for example, maintaining the status

- quo, limiting economic losses, or a relative comparison of performance to the performance of a

peer group or other external or internal measure {measured, in each case, by reference to
specific Performance Factors). A Performance Goal may include or exclude items to measure
specific objectives, including, without limitation, extraordinary or other non-recurring items,
acquisitions and divestitures, internal restructuring and reorganizations, accounting charges
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and effects of accounting changes. In interpreting Plan provisions applicable to Performance
Awards to participants who are “covered employees” under Section 162(m) of the Code, it is
the intent of the Plan to conform with the standards of Section 162(m} of the Code and
applicable Treasury Regulations, and the Committee in establishing such goals and
interpreting the Plan shall be guided by such provisions. Prior to the payment of any
compensation based on the achievement of Performance Goals to any such “covered '
employee,” the Committee must certify in writing that applicable Performance Goals and any
of the materlal terms thereof were, in fact, satisfied. Subject to the foregoing provisions, the
terms, conditions and limitations applicable to any Performance Awards made pursuant to
this Plan shall be determined by the COmmlttee

l » . ' .

The Commlttee has the authority to provide for accelerated vesting of any performance-based
award based on the achievement of Performance Goals or such other factors as the Committee
shall determme including a Change in Control

- Awards that are intended to qualify as Performance Awards may not be adjusted upward.
The Committee shall retain the discretion to adjust Performance Awards downward, either on
a formula or discretionary basis or any combination, as the Committee determines. In the
event that apphcable tax and/or securities laws change to permit Committee discretion to
-alter the governmg Performance Goals and Performance Factors without obtaining
stockholder approval of such changes, the Committee shall have sole discretion to make such
changes w1thout obtalmng stockho]der approval. '
The Commlttee may grant or admmlster performance-based awards that are not 1ntended to
or do not quahfy as Performance Awards meeting the requirements of Section 162(m) of the
Code and may base vesting, payment or delivery of such awards on performance criteria
{which shall be the Performance Goals with respect to such awards) which may be other than
those set forth in this Paragraph 9. ’

Proxy Statement

No awards granted pursuant to the Plan shall be exercisable or realized in whole or in part,
and the Company shall not be obligated to sell, distribute or issue any shares subject to any
such award, if such exeércise and sale would, in the opinion of counsel for the Company,
violate the Securities Act of 1933, as amended (or other federal, state or foreign statutes
having similar requirements). Each award shall be subject to the further requirement that, if
_at any time the Board of Directors shall determine in its discretion that the listing or
quahﬁcatlon of the shares relating or subject to such award under any securities exchange
requirements or under any applicable law, or the consent or approval of any governmental
regulatory body, is necessary or desirable as a condition of, or in connection with, the granting
of such award or the distribution or issue of shares thereunder, such award may not be °
exercised in whole or in part unless such listing, qualification, consent or appraval shall have
been effected or obtained free of any condition not acceptable to the Board of Directors.
Awards may be subject to restrictions as to resale or other disposition and to such other
provisions as may be appropriate to comply with federal, state or foreign securities laws and

. stock exchange requirements, and the exercise of any award or entitlement to payment

’ thereunder}-may be contingent upon receipt from the holder (or any other person permitted by

this Plan td exercise any award or receive any distribution hereunder) of a representatlon

" that at thetime of such exercise it is his or her then present intention to acqulre the shares
being dlstrlbuted for mvestment and not for resale,
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10. Non-Employee Directors

The Board may, from time to time, subject to the provisions of the Plan and such other terms
and conditions as it may determine, grant awards to non-employee directors of the Company.
Such awards shall be evidenced by an award agreement.

11. Nontransferability

Unless otherwise approved by the Committee or provided in an award agreement, awards
granted under the Plan shall be nonassignable and shall not be transferable by the
participant other than by will or the laws of descent and distribution, and shall be

~ exercisable, during the part1c1pant’s llfetlme only by the participant or the participant’s
guardlan or legal representative.

+

12. Disclaimer of Rights

No provision in the Plan or any awards granted pursuant to the Plan shall be construed to
confer upon the participant any right to be employed by or continue in the service of the
Company or by any Subsidiary Company, to receive additional awards, or to interfere in any
way with the right and authority of the Company or any Subsidiary Company either to
increase or decrease the compensation of the participant at any time, or to terminate any

- relationship between the participant and the Company or any of its Subsidiary Companies.

'Il’z-arti-(':iﬁants under the Plan shall have none of the rights of a stockholder of the Company
with respect to shares subject to any award hereunder unless and until such shares have been
.. issued to them.
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13. Stock :{\djustments

In the event that the shares of Common Stock, as presently constituted, shall be changed into i
or exchanged for a different number or kind of shares of stock or other securities of the '
Company or of another company (whether by reason of merger, consolidation, -
~ recapitalization, reclassification, stock split, combination of shares or otherwise), or if the

number of such shares of Common Stock shall be increased through the payment of a stock

dividend, or a dividend on the shares of Common Stock of rights or warrants to purchase \
‘securities of the Company shall be made, then there shall be substituted for or added to each ‘
share available under and subject to the Plan as provided in Paragraph 2 hereof, and to the

- limitations set forth in Paragraph 7, and each share theretofore appropriated or thereafter

subject or which may becomé subject to awards under the Plan, the number and kind of

shares 'of'stock or other securities into which each outstanding share of Common Stock shall

be so changed or for which each such share shall be exchanged or to which each such share

shall be entitled, as the case may be. Qutstanding awards also shall be appropriately

amended as to price and other terms as may be necessary to reflect the foregoing events. In

" the event there shall be any other change in the number or kind of the outstanding shares of

‘Common’ Stock, or of any stock or other securities into which the Common Stock shall have

been changed or for which it shall have been exchanged, then if the Committee shall, in its

sole discretion, determine that such change equitably requires an adjustment in the shares

* available under and suibject to the Plan, or in any awards theretofore granted or which may

be granted under the Plan such adjustments shall be made in accordance with such

determination.

No fractional shares of Common Stock or units of other securities shall be issued pursuant to '
any such adjustment, and any fractions resulting from any such adjustment shall be .
eliminated in each case by rounding downward tothe nearest whole share or unit.
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14. Tax Withholding .

The Company shall have the power and the right to deduct or withhold, or require a

. participant to remit to the Company, the minimum statutory amount to satisfy federal, state,
and local taxes, domestic or foreign, required by law or regulation to be withheld with respect
to any taxable event arising as a result of this Plan.

With respect to withholding required upon any taxable event arising from the issuance or
delivery of shares of Common Stock with respect to an award granted hereunder, participants
may elect, subject to the approval of the Committee, to satisfy the withholding requirement,
in whole or in part, by having the Company withhold shares of Common Stock having a Fair
Market Value on the date the tax is to be determined equal to the minimum statutory
withholding tax that could be imposed on the transaction. All such elections shall be made in
accordance with procedures and shall be subject to any restrictions or limitations that the .
Committee, in its sole discretion, deems appropriate.

15. General Provisions e ~ .
§ .
(a) The Committee may specify in an award agréeement that the participant’s rights, . .

payments, and benefits with respect to an award shall be subject to reduction,
cancellation, forfeiture, or recoupment upon the occurrence of certain specified events, in
addition to any otherwise applicable vesting or performance conditions of an award. Such
events may include, but shall not be limited to, termination of employment for Cause,
termination of the participant’s provision of services to the Company and/or its
Subsidiaries, violation of material policies, breach of noncompetition, confidentiality, or
other restrlctlve covenants that may apply to the participant, or other conduct by the
part1c1pant that is detrimental to the business or reputation of the Company and/or its
Subsidiaries.
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(b) Ifthe Crompany is required to prepare an accounting restatement due to the material
noncompliance of the Company, as a result of misconduct, with any financial reporting
requirement under the securities laws, if the participant knowingly or grossly negligently

. engaged in the misconduct, or knowingly or grossly negligently failed to prevent the
. m1sconduct or if the participant is one of the individuals subject to automatic forfeiture
under Sectlon 304 of the Sarbanes-Oxley Act of 2002 (and not otherwise exempted), the
part1c1pant shall reimburse the Company the amount of any payment in settlement of an
award eamed or accrued during the twelve-month peried following the first public
issuance or filing with the United States Securities and Exchange Commission . _
K (whlchever first occurred) of the financial document not in compliance w1th such financial
reportmg requirement. ,
(¢) Except!where otherwise indicated by the context, any masculine term used herein also
shall include the femmme the plural shall include the singular, and the singular shall
mclude the plural. L
(d) In the event any provision of the Plan shall be held illegal or invalid for any reason the
111ega11ty or invalidity shall not affect the remaining parts of the Plan, and the Plan shall
be construed and enforced as if the illegal or invalid provision had not been included.

(e) The grantlng of awards and the issuance of shares under the Plan shall be subject to all
apphcable laws, rules, and regulations, and to such approvals by any governmental
agencies or national securities exchanges as may be required.
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(f) Notwithstanding any provision of the Plan to the contrary, in order to comply with the
laws in other countries in which the.Company and/or its Subsidiaries operate or have
employees, directors or service prowders the Committee, in its sole discretion, shall have
the power and authority to:

(i) determine which Subsidiaries shall be covered by the Plan;
(ii) determine which individuals out51de the United States are eligible to participate in
4 the Plan;

(iii) medify the terms and conditions of any award granted to part1c1pants outside the
United States to comply with apphcable forelg'n laws;

(iv} establish subplans and modify exercise procedures and other terms and procedures
to the extent such actions may be necessary or advisable; and/or '

{v) take any action, before 'or after an award is made, that it deems advisable to obtain
+ approval or comply w1th -any necessary local government regulatory exemptlons or
approvals : :
Notwithstanding the above, the Committee may not take any actions hereunder, and no
awards shall be granted, that would violate applicable law. - ‘ ' ‘

(g) To the extent that the Plan provides for issuance of cerlificates to refieet the transfer of
.+ shares of Common Stock, the transfer of such shares may be effected on a-noncertificated
basis, to the extent not prohibited by applicable law or the rules of any stock exchange.
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(h) The Plan and each award agreement shall be governed by the.laws of the Commonwealth
of Pennsylvania, excluding any conflicts or choice of law rule or principle that might
otherwise refer construction or interpretation of the Plan to the substantive law of- ~
another jurisdiction. Unless otherwise provided in the award agreement, participants are
deemed to submit to the exclusive jurisdiction and venue of the federal or state courts of
Pennsylvania to resolve any and all issues that may arise out of or relate to the Plan or
any related award agreement.

(i) The Committee, in its sole discretion, may permit a participant to defer receipt of the
payment of cash or the delivery of shares that would otherwise be delivered to a,

.~ -patticipant under the Plan in accordance with the Company’s Deferred Compensation

_: Plan, as amended from time to time, or any similar or successor plan providing for
deferral of compensation which is applicable to the participant (a-“Deferred ,
Compensation Plan”). Any such deferral elections shall be subject to the provisions of the

" Deferred Compensation Plan and such rules and procedures as shall be determined by
the Committee in its sole discretion. Notwithstanding the foregoing, any deferral shall be
made in accordance with the provisions of Section 409A of the Code and the applicable
guidance issued by the Secretary of the Treasury-thereunder, and this-Plan and awards
hereunder are intended and shall be interpreted so as not to violate Section 409A of the
Code.

(j) Subject to the provisions of the Plan and any award agreement, the recipient of an award
{including without limitation, any deferred award) may, if so determined by the
Committee, be entitled to receive, currently or on a deferred basis, cash or stock
dividends, or cash payments in amounts equivalent to cash or stock dividends on shares
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16.

- stockholders;at the 2007 Annual Meeting of Stockholders. Upen such approval, no further

(“dlwdend equivalents”) with respect to the number of shares covered by the award, as
determmed by the Committee and the Committee may provide that such amounts (if any)
shall be deemed to have been reinvested in additional shares or otherwise reinvested.

(k) Options and SARs may not be repriced without the approval of the Company’s
stockholders. For this purpose, “reprice” means that the Company has: (a) lowered or
reduced the exercise price of outstanding Options and/or outstanding SARs after they
have been granted, (b) canceled an Option and/or an SAR when the applicable Exercise
Price exceeds the Fair Market Value of the underlying shares in exchange for cash or
another award, or (c) taken any other action with respect to an Option and/or an SAR
that would be treated as a repricing under the rules and regulations of the principal
securities market on which the shares are traded. An adjustment pursuant to
Paragraph 13 shall not be treated as a repricing.

Effective Date and Termination of Plan

The Plan as amended and restated herein shall become effective upon approval by the

awards shall be made under the Broad Based Stock Option Plan, the Broad Based Annual
Incentive Plan or the Directors’ Compensation Plan, but awards and amounts cutstanding

..under such Plans and this Plan shall remain in effect and shall not be modified by this !

17.

18.

amended and restated Plan.

. The Board of Directors at any time may terminate the Plan, but such termination shall not

alter or 1mpa1r any of the rights or obligations under any awards theretofore granted under
the Plan unless the affected participant shall so consent.

Applicatio'n of Funds . '

The proceeds recelved by the Company from the sale of shares hereunder will be used for
general corporate purposes. ‘

Amendmept ' . - : '

The Board of Directors at any time and from time to time, may alter or amend the Plan,
subject to. any requirement of stockholder approval imposed by applicable law, rule or
regulation, prov1ded that any such amendment shall not adversely alter or impair any of the
rights or obhgatlons under any award theretofore granted under the Plan unless the affected
participant shall so consent. Notwithstanding the foregoing, the Plan may not be terminated
or amended i in a manner adverse to the interests of any participant (without the consent of
the part1c1pant) either: {a) at the time a Potential Change in Control occurs and continuing
for a period of one (1) year following the cessation of a Potential Change in Control, or (b) for a

‘two-year period beginning as of the date of a:Change in Control (the “Coverage Period”). Upon

the expiration of the Coverage Period, subparagraph (1) of Paragraph 711 of the Plan and
Paragraph 8(a} of the Plan may not be amended in any manner that would adversely affect
any participant without the consent of the participant.
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Item 1. BUSINESS < ¥ 7t v e
CompanyOvervrew R ST : 2

The Hershey Cornpany was mcorporated under the laws of the State of Deldware on October 24,1927 as a
successor to a business founded in 1894 by Milton 8. Hershey. In this report, the terms “Company,” “we,” “us,”
or “our” mean The Hershey Company and its wholly-owned subsidiaries and entities in whlch it has a controlling
ﬁnanc1aI interest, unless the context indicates otherw1se

A vy " ¢ s

We are the largest North Amencan manufacturer of quahty chocolate and confectionery products and a
leading snack food company. Qur principal product groups include confectionery and snack products; gum and
mint refreshment products; and food and beverage enhancers.such as baking ingredients, peanut butter, toppings
and beverages. In addition to,our traditional confectionery products, we offer a range of products specifically -
developed to address the nutritional interests of health-conscious consumers.

Reportable Segment

We operate as a single reportable segment in manufacturing, marketing, selling and distributing various
package types of chocolate candy, sugar confectionery, refreshment and snack products, and food and beverage
enhancers under more than 50 brand names. Our five, operattng segments comprlse geographic regions inciuding
the United States ‘Canada, Mexico, Brazil and ofhier international locations, such as Japan, Koiea, the Philippines
and China. We market confectionery products in over 50 countries worldw1de

[ ' N L%

For segment reportmg purposes we aggﬁre‘gate our operations in the Americas, which compnse the United
States, Canada, Mexico and Brazrl We base this aggregatton on-similar économic characteristics, and'similar
products and services, production processes types or classes of customers; distribution methods and the similar
nature of the regulatory environment m each locatron We aggregate our other international operattons with the
Americas to form one reportable segment "Whei cémbined, our other iriternational operations share most of the
aggregation criteria and represent less than 10% of consolidated revenues, operating profits and assets.

B e P “: i o o .
Selling and Marketing Orgamzatlon L e ‘ ‘ oo

;‘u . . . - ot :

Our selling and marketing orgamzanon is- comprtsed of the North American Commerclal Group, the
International Commercial Group and the Global Growth and Innovation Group. This organization is designed to:

» Leverage our marketing and sales le'adership'in the United States and Canada;
* Focus on key strategic. growth areas in global markets; and _—

. Bulld capabllmes that caplta.hze on' umque consumer and customer trends.
i . k F s r‘“ ; .'

North American Commercial Group

Our North American Commercial Group has responsibility for continuing to build our confectionery
leadership, while capitalizing on our scale in the U.S. and Canada. This organization leverages our ability to
capitalize on the unique consumer and customer trends within each country. This includes developing and
growing our busmess in our chocolate, sugar confectlonery, snacks refreshment, food and beverage
enhancers, and food service product ltnes

A component of the North American Commerc1al Group, The Hershey Expenence manages our catalog
sales and our retail operations within the United States that include Hershey’s Chocolate World in Hershey,
Pennsylvanta Hershey § Trmes Square in New York, New York and Hershey's Chicago in Chicago,
Hiinois. ' e
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International Commercial Group

Our International Commercia! Group markets confectionery products and food and beverage enhancers
worldwide and has responsibility for pursuing profitable growth opportunities in key markets primarily in
Latin America’and Asia. This group is responsible for international subsidiaries that manufacture, import,
market, sell and distribute chocolate, confectionery and beverage products in Mexico and Brazil.

Global Growth and Innovation Group N L . N

Our Global Growth and Innovation Group has responsibility for buxldmg global brands, developing benefit-
driven growth platforms for the shoit-term and long-term, and sirengthening marketing capabilities
worldwide. This organization develops superior capabilities in‘consumer insights, product development, and
innovative marketing communications. The Global Growth and Innovation Group is also responsible for
brand positioning, portfolio strategy, integrated business mtelllgence and our health and wellness
initiatives. ' ot

.

Products

|
United States | - - -
The primary cﬁocoiate and confectionery products we éell!ig'tﬁé United States include the following:
: ) . R . . .

Under the HERSHEY'S brand franchise:

LN ‘5'1.1‘... .ot \ -,

HERSHEY'S milk chocolate bar . HERSHEY,S COOKIES ‘N’ CREME candy bar
HERSHEY'S milk chocolate bar with almonds HERSHEY'S POT OF GOLD boxed confections
HERSHEY’ § Extra Dark chocolates VHERSHE Y'S SUGAR FREE chocolate candy
HERSHEY’ S MINIATURES chocolate bars . HERSHEY'S § "MORES candy bar

HERSHEY'S NUGGETS chocolates . HERSHEY'S HUGS chocolates

Under the REESE'S brand franchise:

g " * REESE'’S peanut butter cups REESE’S sugar free peanut butter cups

% 5 REESE’S PIECES candy REESESTICKS wafer bars -

D REESE'’S BIG CUP peanut butter cups FAST BREAK candy bar F

s 2 REESE'S NUTRAGEOUS candybar 1 . at" 44 o o« S
L

S x : Gy
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é:: o Under the K/SSES brand franchise:

© o HERSHEY'S KISSES brand milk chocolates HERSHEY’S KISSES brand milk chocolates'

8 9 HERSHEY'S KISSES brand milk chocolates filled filled with caramel

«~N with peanut butter HERSHEY'S KISSABLES brand chocolate

HERSHEY'S KISSES brand milk chocolates filled  candies
with almonc}s
. . v ‘
Our other chocolate and confectionery products in the United States include the following:

i . . Wt

5 AVEN UE"_?' candy bar KIT KAT BIG KAT \Tv'afer'baf SPECIAL DARK chocolate
ALMOND JOY candy bar KRACKEL chocolate bar ' bar
CADBURY ¢hocolates. MAUNA LOA candy bars * - . SYMPHONY milk chocolate
CARAMELLQ candy bar . MILKDUDS candy. . - bar : o
.* . . - .0 . TAKEScandybar - o
TWIZZLERS candy _—_—




GOOD & PLENTY candy MOUNDS candy bar WHATCHAMACALLIT

HEATH toffee bar MR. GOODBAR chocolate bar  candy bar
JOLLY RANCHER candy PAYDAY peanut caramel bar . WHOPPERS malted milk
JOLLY RANCHER sugar free ROLO caramels in milk balls
hard candy chocolate YORK peppermint pattie
KIT KAT wafer bar SKOR toffee bar YORK sugar free
_ . . ' peppermint pattie -
) ’ PR ZAGNUT candy bar
S ‘ \ - ZERQ candy bar

+

" We also sell products ir; the United States under the follqwihg produ-ct lines:

' 1
Premium products

Our line of premium chocolate and confectionery offerings includes CACAO RESERVE by HERSHEY'S
chocolate bars and drinking cocoa mixes. Artisan Confections Company, a wholly-owned subsidiary of The
Hershey Company, markets SCHARFFEN BERGER high-cacao dark chocolate products, JOSEPH
SCHMIDT handcrafted chocolate gifts and DAGOBA organic chocolate products. - S

Snack producrs

Our snack products include HERSHEY'S, ALMOND JOY, REESE S and YORK cookies, HERSHEY 'S,
REESE’S and HERSHEY'S §’MORES rice and marshmallow bars, HERSHEY'S and REESE'’S granola bars,
HERSHEY'S REALLY NUTS milk chocolate cocoa peanuts and almonds, and trail mix, REESE'S REALLY
NUTS honey glazed and roasted peanuts, and trail mix and MAUNA LOA macadamia snack nuts and cookies
in several varieties.

Refreshment producrc o

7

Our line of refreshment producls mc]udes ICE BREAKERS mints and chewmg gum, BREATH SAVERS
mints, BUBBLE YUM bubble gum and YORK mints. . '

Food and beverage enhancers

Food and beverage enhancers include HERSHEY'S BAKE SHOPPE, HERSHEY'S, REESE’S, HEATH, and
SCHARFFEN BERGER baking products. Our toppings and sundae syrups include FEATH and
HERSHEY'S. We sell hot cocoa mix under the HERSHEY'S, HERSHE Y's GOODNIGHT HUGS and
HERSHEY'S GOODNIGHT KISSES brand names. -

H f
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Principal products we manufacture and se!l in Canada are HERSHEY'S milk chocolate bars and milk
chocolate bars with almonds, OH HENRY! candy bars, REESE PEANUT BUTTER CUPS candy,
HERSHEY'S KISSES candy bar, KISSABLES brand chocolate candies, MAX5 candy bar, TWIZZLERS
candy, GLOSETTE chocolate-covered raisins, peanuts and almonds, JOLLY RANCHER candy, WHOPPERS
malted milk balls, SKOR toffee bars, EAT MORE candy bars, POT OF GOLD boxed confections and
CHIPITS chocolate chips.

Mexico . _
We manufacture, import, market, sell and distribute chocolate and confectionery products in Mexico

including HERSHEY'S, KISSES, JOLLY RANCHER, and PELON PELO RICO chocolate, confectionery and
beverage items. :

'




Brazil i ’ ’ . ‘ oo

We manufacture, import, market, sell and distribute chocolate and confectionery products in Brazil
including HE RSHEY’S and KISSES chocolale and confectionery items, and f0-/O hazelnut créme items.

!

Customers

Full-time sales:representatives and food brokers sell our products to our customers. Our customers are
mainly wholesale distributors chain grocery stores, mass merchandisers, chain drug stores, vending companies,
wholesale clubs, LOHVED]EHCC stores, dollar stores, concessionaires, department stores and natural food stores.
Our customers then resell our products to end-consumers in over 2 million retail outlets in North America and
other locations worldwide. In 2006, sales to McLane Company, Inc., one of the largest wholesale distributors in
the United States tofconvenience stores, drug stores, wholesale clubs and mass merchandisers, amounted to more
than 25% of our total net sales. McLane Company, Inc. is the primary distributor of our products to Wal-Mart
Stores, Inc. I.

. 1 . 3
Marketmg Strategy and Seasonahty ‘ ‘ . .

The foundatlon' of our marketing strategy is our strong brand equities, product innovation, the consistently
superior quality of our products, our manufacturing expertise and mass distribution capabilities. We also devole
considerable resources to the identification, development, testing, manufacturing and marketing of new products.
We have a variety of promotional programs for our customers as well as advertising and promotional programs
for consumers of our products. We stimulate- sales of certain products with-promotional programs at various "
times throughout th? year. Our sales are typically higher during the third and fourth quarters of the year,
representmg seasonfil and h0}1day-related sales patterns. *

by . 1 ]
Product Distributibn

In conjunction'with our sales and marketing efforts, our efficient product distribution network helps us
maintain sales growth and provide superior customer service. We plan optimum stock levels and work with our
customers to set reasonable delivery times. Our distribution network provides for the efficient shipment of our
products from our manufacturmg plants to distribution centers and field warchouses strategically located
throughout the United States, Canada and Mexico. We primarily use contract carriers to deliver our products
from these distribution points to our customers.

Price Changes |

We change prices and weights of our products when necessary to accommodate changes in manufacturing
cosls, the competiti{re environment and profit objectives, while at the same time maintaining consumer value.
Price increases and weight changes help to offset increases in our input costs, including raw and packaging
materials, fuel, ulili:ties, and transportation, and employee benefits.

p

We announced a combination of price increases and weight changes on certain JOLLY RANCHER and
TWIZZLERS candy ‘and chocolate packaged candy items in November 2005. These changes went into effect in
December 2005 and early 2006 and represented a weighted-average price increase of approximately one percent
over the entire domestic product line when fully effective in the second quarter of 2006. We did not implement
any other s:gmﬁcant increases to the list prices of our domestic product line during 2006,

In December 2004 we anncunced an increase in the wholesale prices of approximately haif of our domestic
confectionery line. Changes that were effective in January 2005 represented a weighted-average increase of
approximately six percent on our standard bar, king-size bar, 6-pack and vending lines. Changes that were
effective in Februarfy 2005 represented a weighted-average price increase of approximately four percent on
packaged candy. The price increases announced in December 2004 represented an average increase of three
percent over the enllire domestic product line. S ,

'
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Raw Materials

Cocoa is the most mgmﬁcam raw material we use to produce our chocolate products. We buy a mix of
cocoa beans and cocoa products, such as cocoa butter, cocoa liquor and cécoa powder, to meet manufacturmg
requirements. Cocoa beans are grown principally in Far Eastern, West African and South American equatorial
regions. West Africa accounts for approximately 70 percent of the world’s crop of cocoa beans. Cocoa beans are
not uniform, and the various grades and varieties reflect the diverse agricultural practices and natural conditions
found in many growing areas.

Civil, unrest 1n the world s largest cocoa- producmg counlry, the Ivory Coast, has resulted in volatile prices.
However, we believe a sngmﬁcant disruption of cocoa supplies from the Ivory Coast is unlikely. In the event such
disruption would occur, we believe cocoa from other producing countries and from current physical cocoa stocks
in consuming countries would provide a significant supply buffer. Historically there have been instances of
weather catastrophes, crop disease, civil disruptions, embargoes and other problems in cocoa-producing countries
that have caused.price fluctuations, but have never resulted in total loss of a particular producing country’s cocoa
crop and/or exports. ‘

During 20086, cocoa prices traded in a range between 67¢ and 75¢ per pound, based on the New York Board
of Trade futures contract. The table below shows annual average cocoa prices, and the highest and lowest
monthly averages for each of the calendar years indicated. The prices are the monthly average of the quotations
at noon of the three active futures trading contracts closest to maturity on the New York Board of Trade.

.

Cocoa Futures Contract Prices

(cents per pound)
2006 005 2004 2003 2002
Annual A\-ferage ........ e 700 683 687 778 769
High ...... .. .. . EEEEE S 749 787 768 99.8 96.7
oW . e e e e 67.1 635 62.1 65.6 603

Source: International Cocoa Organization Quarterly Bulletin of Cocoa Statistics

., Our costs will not necessarily reflect market price fluctuations because of our forward purchasing and
hedging practices, premiums and discounts reflective of varying delivery times, and supply and demand for our
specific varieties and grades of cocoa beans. As a result, the average futures contract prices are not necessarily
indicative of our average cost of cocoa beans or cocoa products.

. The Farm Security and Rural Investment Act of 2002, which is a six-year farm bill, impacts the prices of
sugar, corn, peanuts and milk because it sets price support levels for these commodities. The price of sugar, one
of our most important commaodities, is subject to price supports under this farm legislation. This legislation
establishes import quotas and duties to support the price of sugar. As a result, sugar prices paid by United States
users are currently substantially higher than prices on the world sugar market.

In 2006, sugar crops and sugar refiners recovered from the hurricane impact of 2005. As a result, refined
sugar prices declined from 38¢ to 31¢ per pound. Our costs for sugar will not necessarily reflect market price
fluctuations primarily because of our forward purchasing and hedging practices.

United States peanut prices began the year around 37¢ per pound but gradually increased during the year to -
42¢ per pound. Almond prices began the year at $3.40 per pound and declined to $2.50 per pound. During 2006,
milk prices moderated slightly from the high price levels of 2005. We believe that our raw materials supply is
adequate to meet our manufacturing requirements.

We attempt to minimize the effect of future price fluctuations related to the purchase of major raw materials
and certain energy requirements primarily through forward purchasing to cover our future requirements,
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| generally for periods from 3 to 24 months. We enter into futures contracts to manage price risks for cocoa, sugar,
corn sweeteners, natural g gas, fuel oil and certain dairy products. Currently, active futures contracts are not
available for use in pricing our other major raw material requirements. For more information on price risks
associated with our' major raw maerial requirements, see Commodities—Price Risk Management and Futures -
Contracts on page 34.
! ' , : -
Competition :

Many of our brands enjoy wide consumer acceptance and are among the leading brands sold in the
marketplace. We sell our brands in a highly competitive market with many other multinational, national, regional

and ]ocal firms. Some of our competitors are much larger than our Company and have greater resources
1 .

'
c
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Trademarks, Service Marks and License Agreements T Co- Gt

We own vanou*. registered and unrégistered trademarks and service marks and have nghts under hcenscs to
use various 1rademarks that are of material importance to our business.

We have hcense agreements with several companies to manufacture and/or sell certain products. Our rights
under these agreements are extendible on a long-term basis at our option. Our most significant l1censmg
agreements are as foll()ws T

Company - Type Brand Location Requirements
. | L - YORK
Cadbury Schweppes p.l.c. " License to PETER PAUL .
and affilistes . manufacture and/or ALMOND Joy ~ Voridwide - None.
S sell and distribute PETER PAUL .
' ! confectionery MOUNDS o
i products " CADBURY Minimum sales-
? CARAMELLO United States requirement
o ' . - ' exceeded in 2006
O w - -
% o License to )
'U . ] . int S ]
E 5 Societe des | manyfacture and KIT KAT - Minimum unit
N o . distribute United States volume sales
3% Produits Nestle SA . ) ROLO . .
£ S o confectionery : - exceeded in 2006
c o [ products . ‘ : :
< a‘, ) Lo . i
8 o o . GOOD & PLENTY .
S "" Certain trademark HEATH
.y ' licenses for JOLLY RANCHER .
Huhtamiiki Qy g-ffiLhate confectionery MILK DUDS Worldwide  None y
products - PAYDAY - - g
.o WHOPPERS . ~ .

- Various dairies throughout the United States produce and sell HERSHEY'S chocolate and strawberry ",
flavored milks under license. We also grant trademark licenses to third parties to produce and sell baking and "+,
various other prodiicts primarily under the HERSHEY’S and REESE’S brand names. ‘




Backlog of Orders

"We manufacture primarily for stock and fill customer orders from finished goods inventories. While at any
given time there may be some backlog of orders, this backlog is not material in respect to our total annual sales
nor are the changes from time to time significant.

Research and Development - ) '

We engage in a variety of research and development activities. We develop new products, improve the
quality of existing products, improve and modernize production processes, and develop and implement new
technologies to enhance the quality and value of both current and proposed product lines. Information concerning
our research and development expense is contamed in Note 1 of the Notes to the Consolidated Financial
Statements (ltem 8. Financial Statements and Supplementary Data).

Food Quality and Safety Regulation

The manufacture and sale of consumer food products is highly regulated. In the United States, our activities
are subject to regulation by various government-agencies, including the Food and Drug Administration, the
Department of Agriculture, the Federal Trade Commission, the Department of Commerce and the Environmental
Protection Agency, as well as various state and local agencies. Similar agencies also regulate our businesses -
outside of the United States.

Environmental ConSIderatlons

Investments were made in 2006 to comply with environmental laws and regulations. These investments
were not material with respect to our capital expenditures, earnings or competmve posntlon
L] ' ¥ ' t - . ' L

Employees

As of December 31, 2006, we employed approximately 12,800 full-time and 2,200 part-time emp-loylees -
worldwide. Collective bargaining agreements covered approximately 5,500 of these employees. We believe that .
our employee relations are good. ) '
Financial Infortnation by Géographic Area - '

 Qur princ¢ipal operations and markets are located in the United States. The percentage of total consolidated
net sales for our businesses outside of the United States was 10.9% for 2006, 10.9% for 2005 and 9.8% for 2004.
The percentage of total consolidated assets outside of the United States as of December 31, 2006 was 13.8% and

as of Décember 31, 2005-was 12.4%. Operating profit margins vary among individual products and product
groups. ' ~

Available Information ‘ S

We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended. We file
or furnish annual, quarterly and current reports, proxy statements and other information with the United States .
Securities and Exchange Commission (“SEC™). You may obtain a copy of any of these reports, free of charge,
from the Investor Relations section of our website, www. hersheys.com shortly after we file or furnish the . *
information to the SEC.,

You may also obtain a copy of any of these reports directly from the SEC. You may read and copy any
material we file or furnish with the SEC at their Public Reference Room, located at 100 F Street N.E.,
Washington, D.C. 20549. The phone number for information about the operation of the SEC Public Reference
Room is 1-800-732-0330 (if you are calling from within the United States), or +202-551-80%0. Because we
electronically file our reports, you may also obtain this information from the SEC internet website at
www.sec.gov. You can obtain additional contact information for the SEC on their website.
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to Stockholders

Our Company has a Code of Ethical Business Conduct that applies to our Board of Directors, all company
officers and employees, including, without limitation, our Chief Executive Officer and “senior financial officers”

- (including the Chief Financial Officer, Chief Accounting Officer and persons performing similar functions). You

can obtain a copy of our Code of Ethical Business Conduct from the Investor Relations section of our website,
www.hersheys. con'z If we change or waive any portion of the Code of Ethical Business Conduct that applies to
any of our dlrectors executive officers or senior financial officers, we will post that information on our website
within four busmelss days. In the case of a waiver, such information w1]1 include the name of the person to whom
the waiver applledI aloné with the date and type of waiver.

We also post our Corporate Goverhance Guidelines and Charters for each of the Board's standing
committees in the Investor Relations section of our website, www.hersheys.com. The Board of Directors adopted
each of these guidelines and charters. [f you are a beneficial owner of Commeon Stock or Class B Commoen Stock
(“Class B Stock”)‘we will provide you with a free copy of the Code of Ethical Business Conduct, the Corporate
Governance Guidelines or the Charter of any standing committee of the Board of Diréctors, upon request. We
will also give any : stockholder a copy of one or more of the Exhibits listed in Part IV of this report, upon request.
We charge a small copying fee for these exhibits to cover our costs. To request a copy of any of these documents,
you can contact usrat—The Hershey Company, Attn: Investor Retations Department, 100 Crystal A Drive,
Hershey, Pennsylvania' 17033-0810.

i
Item 1A. RISK FACTORS

We are subject to changing economic, competitive, regulatory and technological 'c'onditions, risks and
uncertainties because of the nature of our operations. In connection with the “safe harbor™ provisions of the
Private Securities Litigation Reform Act of 1995, we note the following factors that, among others, could cause
future results to differ materially from the forward-looking statements, expectations and assumptions expressed
or implied in this report. Many of the forward-looking statements contained in this document may be identified
by the use of words such as “intend,” “believe,” “expect,” “anticipate,” “should,” “planned,” “projected,”
“estimated” and * potenual ” among others. Among the factors that could cause our actual results to differ
materially from the results projected in our forward-looking statements are the risk factors described below.

i
'

Annual savings from initiatives to advance our value-enhancing strategy may be less than we expect.

In February 200?, we announced a comprehensive, supply chain transformation program which includes a
phased three-year plan to enhance our manufacturing, sourcing and customer service capabilities. We expect
ongoing annual savings from this program and previcus initiatives to generate significant savings to invest in our
growth initiatives and to advance our value-enhancing strategy. If ongoing annual savings do not meet our
expectations, we may not obtain the aniicipaled future benefits. | '

[

Increases in raw r'naterial and energy costs could affect future financial results.
We use marly different commodities for our business, including cocoa, sugar, milk, peanuts almonds, corn
sweeleners, natural gas and fuel oil, ‘ .
Commodities; are subject to price volatility and changes in supply caused by: . N
* Commodity market fluctuations; -
. Currencjexchzmge rates;
. lmbal:ahces botween supply and demand;

*  The effect of weather on crop yield;




+ Speculative influences; "~ - - ‘ i v
* Trade agreements among producing and consuming nations;
+ Political unrest in producing countries; and '

+ Changes in governmental agricultural programs.

Although we use forward contracts and commeodity futures contracts, where possible, to hedge commuodity
prices, commodity price increases ultimately result in correspondmg increases in our raw material and energy
costs. If we are unable to offset cost increases for major raw materials and energy, there could bé a negative
impact on our results of operations and financial condition.

Price increases may not be sufficient to offset cost increases and maintain profitability. : :

We may be able to pass some or all raw material, energy and other input cost increases to customers by
increasing the selling prices of our products or decreasing the size of our products; however, higher product
prices or decreased product size may also resultin a reduction in sales volume, If we are not able'to increase our
selling prices sufficiently to offset increased raw material, energy or other input costs, including packaging,
direct Iabor, overhead and employee benefits, or if our sales volume decreases significantly, theré could be a
negative impact on our results of operations and financial condition.

P E | Lt * . P - SN

Implementation of our supply chain transformation pregram may not occur within the anticipated timeframe *

and/or may exceed our cost estimates.

N

We announced a supply chain transformation program in February 2007 which is expected to:be completed
by December 2009. We estimate that this program will incur pre-tax charges and non-recurring project .
implementation costs of $525 million to $575 million over the three-year period. Completion of this program is
subject to multiple operating and executional risks, including coordination of manufacturing changes, production
line startups, cross-border legal, regulatory and political issues, and foreign currency exchange risks, among
others. If we are not able to complete the program initiatives within the anticipated timeframe and within our cost
estimates, our results of operations and financial condition could be negatively impacted.

‘

Pension costs could increase at a higher than anticipated rate.

Changes in interest rates or in the market value of plan assets could affect the funded status of our pension
plans. This could cause volatility in our benefits costs and increase future funding requirements of our pension
plans. Additionally, we could incur pension settlement losses if a significant number of our retired employees
decide to withdraw substantial lump sums from their pension accounts. The fair value of our pension plan assets
exceeded pension benefits obligations as of December 31, 2006. However, a significant increasé in future
funding requirements could have a negative impact on our results of operations, financial condition and cash
flows.

[
+

Increases in our stock price could increase expenses,

Changes in the price of our Common Stock expose us to market risks. Expenses for incentive compensation
could increase due to an increase in the price of our Common Stock.

Market demand for new and existing products could decline.

We operate in highly competitive markets and rely on continued demand for our products. To generate
revenues and profits, we must sell products that appeal to our custorners and to consumers, Continued success is-
dependent on product innovation, including maintaining a strong pipeline of new products, effective retail
execution, appropriate advertising campaigns and marketing programs, and the ability to secure adequate shelf
space at retail locations. In addition, success depends on our response to consumer trends, consumer health
concerns, including obesity and the consumption of certain ingredients, and changes in product category
consumption and consumer demographics. :
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to Stockholders

Our largest customer, McLane Company, Inc., accounted for more than 25% of total net sales in 2006
reflecting the contfnuing consolidation of our customer base. In this environment, there continue to be
competitive product and pricing pressures, as.well as challenges in maintaining profit margins. We must maintain
mutvally beneficial relationships with our key customers, including retailers and distributors, to compete
effectively. Mclarie Company, Inc. is one of the largest wholesale distributors in the United States to

convenience stores, drug stores, wholesale clubs and mass merchandisers, including Wal-Mart Stores, Inc.
t , )

Increased marketplace competition could hurt our business.

The global confectionery packaged goods industry is intensely competitive, as is the broader snack market.
In order to protect our existing market share or capture increased market share in this highly competitive retail
environment, we may be required to increase expenditures for promotions and advertising, and continue to
introduce and estabhsh new products. Due to inherent risks in the marketplace associated with advertising and
new product introductions, including uncertainties about trade and consumer acceptance, increased expenditures
may not prove successful in maintaining or enhancing our market share and could result in lower sales and
profits. In addmon we may incur increased credit and other business risks because we operate in a highly
competitive retall ‘cnwronment

: +

+

Changes in governmental laws and regulations could increase our costs and liabilities or :mpact demand for
our products. ., - } . - “a 1
Changes in laws and regulations and the manner in which they are interpreted or applied may alter our
business envirennient. This could affect our resuolts of operations or increase our liabilities. These negative
impacts could result from changes in food and drug laws, laws related to advertising and marketing practices,
accounting standards laxation requirements, competition laws, employment laws and environmental laws, .
among others. It i$ possible that we could become subject to additional liabilities in the future resulting from
changes in laws and regulations that could result in an adverse effect on our results of operations and financial

condition.

.

1
International opefations could fluctuate unexpectedly and aa'versely impact our business.

In 2006, we (?enved approximately 10.9% of our net sales from customers located outside the Umted States
In addition, portions of our total asséts are located outside of the United States. As a result, we are subject to
numerous nsks and uncertainties relating to international sales and operations, including:

. Unforcseen global economic and enwronmenta] changes resulting in business interruption, supply
constramts inflation, deflation or decreased demand; -

. leﬁcultlcs and costs associated with complying with, and enforcing remedies under a wide variety of
complexllaws treaties and regulations;

*  Different regulatory structures and unexpected changes in regulatory environments;
3

+ Political and economic instability, including the possibility of civil unrest;

«  Nationalization of our properties by foreign governments;

«  Tax rates that may exceed those in the United States and earnings that may be subject to withholding.
requnremenlq and incremental taxes upon repatriation;

. Potcnually negative consequences from changes in tax laws o

« The |mposmon of tariffs, quotas, trade barriers, other trade protection measures and import or export
llcensmg requirements; -

. Increascd costs, disruptions in shipping or reduced avatlability of freight transportatlon and

|
+ The impact of currency exchange rate fluctuations between the U.S. dollar and foreign currencies.
; :
' 10
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Itern 1B. UNRESOLVED STAFF COMMENTS

None.

kY

Item 2. PROPERTIES

Our principal properties include the following: .

Status
Country - Location Type (Own/Lease)
United States: - -Hershey, Pennsylvania Manufaciuring—confectionery products, and food Own
(3 principal plants} | . and beverage enhancers :
Lancaster, Pennsylvania Manufacturing—confectionery products Own
Oakdale, California Manufacturing—confectionery products, and food Own
, and beverage enhancers
.5, Rabinson, Hlinois . . Manufacturing—confectionery and snack products, Own
: ' and food and beverage enhancers
Stuarts Draft, Virginia Manufacturing—confectionery products, and food Own
_ and beverage enhancers
Edwardsville, Tllinois. Distribution : ' . Own
Palmyra, Pennsylvania Distribution Own
Redlands, California Distribution ' Lease*
Canada Smiths Falls, Ontario Manufacturing—confectionery products, and food Own
o _ and beverage enhancers
= Mississauga; Ontario Distribution Lease

* We purchased this facility in January 2007.

In addition to the locations indicated above, we own or lease several other properties and buildings
worldwide which we use for m'anufacturing and for sales, distribution and administrative functions. Qur facilities
are efficient and well maintained. These facilities generally have adequate capacity and can accommodate
seasonal demands, changing product mixes and certain additional growth. The largest facilities are located in
Hershey, Pennsylvania. Many additions and improvemenis have been made to these facilities over the years and
they include equipment of the latest type and technology.

Item 3. LEGAL PROCEEDINGS

-We have no material pending legal proceedings, other than ordinary routine litigation incidental to our
business.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable.
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Item 5. Jf\fIARKm‘E';}w FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

We paid $235:1 million in cash dividends on our Common Stock and Class B Stock in 2006 and $221.2
million in 2005. The annual dividend rate on our Common Stock in 2006 was $1.08 per share, an increase of
10.2% over the 2005 rate of $.98 per share. The 2006 dividend increase represenied the 32nd consecutive year of
Common Stock dividend increases.

On February 13, 2007, our Board of Directors declared a-quarterly dividend of $.27 per share of Common
Stock payable on March 15, 2007, to stockholders of record as of February 23, 2007.-It is the Company’s 309th

consecutive Common Stock dividend. A quarterly dividend of $.2425 per share of Class B Stock also was

declared.

| . . *

Our Commonf.Stock is listed and traded principally on thé New York Stock Exchange (“NYSE”) under the
ticker symbol “HSY.” Approximately 292.0 million shares of our Common Stock were traded during 2006. The
Class B Stock is not pubhc]y traded. :

The closmg prlce of our Common Stock on December 31, 2006, was $49.80, There were 41,076
stockholders of rec_ord of our Common Stock and our Class B Stock as of December 31, 2006,

The followmg table shows the dividends paid per share of Common Stock and Class B Stock and the price
range of the Common Stock for each quarter of the past two years:

b

2006 '

IstQuarter ... ............. N

20d QUATTET . . .\ttt et e .

3rd Quarter |
4th Quarter '

Total .

2005 \
1st Quarter .
2nd Quarter '
3rd Quarter
4th Quarter .

Total

* NYSE-Compo'site Queotations for Common Stock by calendar quarter.

Unregistered Sales of Equity Securities and Use of Proceeds

None.

12

ﬁividcnds Paid Per

Common Stock

Share ‘ Price Range*
Common Class B
Stock Stock High Low
$ 2450 $.2200 $55.44 $50.62
2450 2200 57.65 - 48.20
,-2700 2425  57.30 50.48
2700 2425 5360 48.96
$1.0300 $.9250
Dividends Paid Per Common Stock
Share ] Price Range*
Common Class B
Stock Stock High Low
$ .2200 $.2000 $64.72 §$33.15
2200 2000 67.37 5940
2450 2200 64.80 54,85
2450 2200 6023 5249
$ 9300 $.8400




Issuer Purchases of Equity Securities

Purchases of equity securities during the fourth quarter of the fiscal year ended December 31, 2006:

(¢) Total Number of  (d) Approximate Dollar
{a) Total Shares Purchased Value of Shares that
Number of (b} Average as Part of Publicly May Yet Be Purchased
Shares Price Paid per Announced Plans or Under the Plans or
Period Purchased Share Programs Programs!!}

(in thousands of dollars)

October 2 through

October29,2006 . ..........c....uhen 867,988 $52.33 720,700 $ 77,235

October 30 through

November 26, 2006 ... ... .. e 793,717 $52.69 715,100 $ 39,551

November 27 through

December 31,2006 ................... 852,484 $51.52 769,878 $250,000

Total .............. e - 2,514,189 $52.17 2,205,678 |

(1) 1In April 2005, our Board of Directors approved a share repurchase program authorizing the repurchase of up
to $250 million of the Company's Common Stock in the open market, or through privately negotiated
transactions. This program was completed in February 2006. In December 2005, dur Board of Directors
approved an additional $500 million share repurchase program. This program was completed in December
2006. Also in December 2006, our Board of Directors approved an additional $250 million share repurchase

program.
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Performance Gra]ih

The fol]owingg graph compares our cumulative total stockholder return (Common Stock price appreciation
plus dividends, on a reil'wested basis) over the last five fiscal years with the Standard & Poor’s 500 Index and the
Standard & Poor’s Packaged Foods Index.

S . .
oy Comparison of Five Year Cumulative Total Return*
The Hershey Company, S&P 500 Index and

S&P Packaged Foods Index

—-—

! $200

|

| $180 —

| | | /__\ |

i $160 / °
. 18140 — -

b $120 '

E J $100

i: $80

| . $60
! : '{' [ W H 1 i

l $40

b 420 —-HERSHEY -8 S&P 500 —a— S&P Packaged Foods

lr

. %0

| 2001 2002 2003 2004 2005 2006
HERSHEY ! $100 $101 $118 $174 $175 $161
S&P 500 $100 $ 78 $100 $111 $117 $135
S&P Packaged Foods | $100 $103 $111 $133 $122 $142

* Hypothetical $ qu invested on December 31, 2001 in Hershey Common Stock, S&P 500 Index and S&P Packaged Foods
Index, assuming re!:invcslmenl of dividends.
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Item 6. SELECTED FINANCIAL DATA -

SIX-YEAR CONSOLIDATED FINANCIAL SUMMARY
All dollar and share amounts in thousands except market price
and per share statistics '

5-Year
Compound
Growth Rate 2006 - 2005 2004 2003 ' 2002 2001
Summary of Operations’ ) .
Net Sales(a)b) ... ..........cccv.t 36% $ 4944230 4819827 4416389 4,162987 4,131,647 ° 4,143,003
Costof Sales(a)(c) ................. 29% $ 3,076,718 2,956,682 2672716 2,539,469 2,568.017 2,672,472
Selling, Marketing and
Administrative(b}c) ............. —% $ 860378 912,986 867.104 841,105 853,048 855,967
Business Realignment and Asset - )
Impairments Charge ............. : , § 14,576 96,537 — 23,357 27,552 228,314
Gain on Sale of Business(d) ......... $ —_ — -— 8,330 —_ 19,237
Interest Expense, Net . .............. 109% $ 116,056 87,985 66,533 63,529 60,722 69,093
Provision for Income Taxes(a}c) ..... 192% $ 317,441 277,000 235,399 257,268 228,427 132,041
Income before Cumulative Effect of | . - . ) .
Accounting Change(a)(c) ......... 228% § 559,061 488,547 574,637 446,589 393,881 200,353
Cumulative Effect of Accounting ¢ , .
Change ........ccovvinnnnnnnnns $ — — — 7.368 — —
Net Income{a)(c) .......ccovuvnnnn. 228% $ 559,061 488,547 574,637 439,221 393,881 200,353
Net Income Per Share(a)(c):
—Basic-—Common Stock . ... ... . 266% § 2.44 2.05 *231 CLT71 - 47 75 !
—Basic—Class B Stock ........ 264% $ 219 . 1.85 2.11 1.55 o133 68
—Diluted , ... 262% $ .34 1.97 224 1.66 1.43 73
Weighted- Average Shares Outstanding: -
—Basic—Common Stock ....... 174,722 183,747 193,037 201,768 212,219 211,612
—Basic—Class B Stock ........ . . 60,817 . 60,821 60,844 60,844 60,856 60.878
—Diluted(c) ...............00 T 239,071 248,292 256,934 264,532 275,429 215,391
Dividends Paid on Common Stock . . .. 78% $ 178873 170,147 159,658 144,985 133,285 122,790
PerShare ...l 121% % 1.03 93 835 , 7226 63 5825
Dividends Paid on Class B Stock ... .. 120% $ 56,256 51,088 46,089 39,701 34,536 31,960
PerShare ..............o.vnnn . 120% % 925 ' -84 7576 6526 5675 525
Net Income as a Percent of Net Sales, 4 . : :
GAAP Basis{a)b{c} ............. 11.3% 10.1% 13.0% 10.6% 9.5% 4.8%
Non-GAAP Income as a Percent of Net ’ ’ '
Sales(ayb)(che) . ........oiviinnn : 11.5% 11.7% 11.6% "11.0% 10.3% 9.3%
Depreciation . . .. ....c..iviiiii..s 34% $ 181,038 200,132 171,229 158,933 155.384 153.493 N
Advertising(b) ......... ... (10.4)% $ 108327 125,023 ° 137,931 145,387 162,874 187,244 -
Payroll .............. .. oo 1.0% % 645480 647,825 614,037 585,419 594,372 614,197 ° 8 .
Year-end Position and Statistics - . s : i e N
Capital Additions . ................. 28% §$ 183,49 181,069 181,728 218,650 132,736 160,105 "'6" >
Capitalized Software Additions . ... ... 83% § 15,016 13,236 14,158 18,404 11,836 9,845 o g
Total Assets{adc) ..........co...n. 5.1% $ 4,157,565 4262699 3,794,750 3,577,026 3483442 3,238,775 x c
Short-term Debt and Current Portion of T o
Long-termDebt ................. 1544% $ 843993 819,115 622,320 12,509 28,124 7,926 2 -.
Long-term Portionof Debt ,......... '73% $ 1,248,128 © 942755 ‘690,602 968,499 851,800 876,972 c U
Stockholders” Equity(a)(¢)........... (10.4)% . $ 683,423 1,016,380 1,137,103 1,328,975 1,416,434 1,186,364 2 .g
Operating Return on Average ‘ » o
Stockholders’ Equity, GAA . 3
Basis(a)(e)(fy ....... e e e o 65.8% 45.4% 46.6% 32.0% 30.3% 16.7%
Non-GAAP Operating Return on .
Average Stockholders ’ ) ’
Equity(a)e)f) ............ ... .- 66.7% 52.2% 41.6% 33.2% 328% - 32.1%
Operating Return on Average Invested : - , . L .. '
Capital, GAAP R
Basis(a)(e}f) ... ... .o : 26.4% 236% - 257% 18.3% 17.6% °  10.3%
Non-GAAP Operating Return on V. ' . v : o : + .
Average Invested . ‘ .
Capital(@)(c)f) . ................. 26.8% ©26.8% 23.2% 18.9% 18.9% 18.1%
Full-time Employees ............... 12,800 13,750 13,700 13,100 13,700 14,400
Stockholders® Data
- Qutstanding Shares of Common Stock
and Class B Stock at Year-end ..... 230,264 240,524 246,588 259,059 268,440 271,278
Market Price of Common Stock at
Year-end .......ooiiiiiiiiiian 80% $ 49.80 55.25 55.54 38.50 33n 33.85
Range During Year ................ $57.65-48.20 67.37-52.49 56.75-37.28 39.33-30.35 39.75-28.23 35.08-27.57
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(a) We adjusted all ycaris for the impact of certain immaterial adjustments relating to the timing of recognition of revenue and the correction
of certain liabilities as permitted in 2006 by Securities and Exchange Commission Staff Accounting Bulletin No. 108, Considering the
Effects of Prior Misstatements When Quantifying Misstatements in Current Year Financial Statements.

(b} We adjusted all vear: in accordance with final Financial Accounting Standards Board Emerging Issues Task Force consensuses reached
in 2002 on various lssues regarding the reporting of cenain sales incentives.

{c) We adjusted all _vcars to reflect the adaption of Statement of Financial Accounting Standards No. 123 (Revised 2004), Share-Based
Paymeny, in 2003 using the modified retrospective application method.

{d) Includes the gain o the sale of gum brands in"2003 and the gain on the sale of the Luden’s throat drops business in 200t.

(¢) Non-GAAP Income.as a Percent of Net Sales is calculated by dividing Non-GAAP Income excluding ltems Affecting Comparability by
Net Sales. A reconciliation of Net Income presented in accordance with U.S. generaily accepted accounting principles (“GAAP™) to
Non-GAAP lncome; excluding items affecting comparability is provided on pages 17 and 18, ulong with the reasons why we believe that
the use of Non-GAAP Income provides useful information to investors.

(fy The calculation method for these measures is described on page 43 under RETURN MEASURES. The Non-GAAP Operating Return
measures are calcul'aled using Non-GAAP Income excluding items affecting comparability. A reconciliation of Net Income presented in

" accordance with GAAP to Non-GAAP Income excluding items affecting comparability is provided on pages 17 and 18, along w1th the
reasons why we behe\e the use of Non-GAAP Income provides useful information to investors.

'
t

Item 7, MANAG:EMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

EXECUTIVE OVERVIEW

We concluded a difficult year in 2006. Following a strong first half, we experienced a slow-down in retail
performance resulting from a shift from limited edition line extensions to more sustainable new product
platforms which took longer than expected. In addition, our base business sales were negatively impacted in the
second half of the year by poor merchandising activity. Results for 2006, excluding items affecting comparablhty
as indicated below, fell short of our long -term goals and were below expectations.

- Net sales Weré impacted by slower retail takeaway and a decline in market share during the second half of
the year, primarily in our North American chocolate business. Income per share-diluted was impacted by the
lower than expected sales growth, increased costs for product obsolescence associated with the shift to new
product platforms and increased expenses for advertising and consumer programs during the fourth quarter to
regain marketplace momentum. A product recall and temporary plant closure in Canada also negatively impacted
our results for the year. We plan to accelerate growth in 2007 by focusing on increasing sales of our core
confectionery products, revitalizing our iconic brands through increased advertising and increased consumer and
customer support, and by expanding our innovative new product platforms based on consumer preferences.

|

Adoption of SEC ;Staff‘ Accounting Bulletin No. 108

C
o

Securities and Exchange Commission Staff Accounting Bulletin No. 108, Considering the Effects of Prior
Misstatements When Quantifying Misstatements in Current Year Financial Statements (“SAB No. 1087),
required companies to change the accounting principle used for evaluating the effect of possible prior year
misstatements when quantifying misstatements in current-year financial statements. As a result, we changed one
of the five criteria of our revenue recognition policy to delay the recognition of revenue on goods in-transit until’
they are received by our customers. We also made adjustments to correct certain liabilities as of December 31,
2006, along with a'cofresponding adjustment to retained earnings for all years presented in this report.
Adjustments were made to liabilities primarily associated with business acquisitions and divestitures occurring
prior to 2002. As permltted by SAB No. 108, we adjusted our financial statements for all prior periods to provide
comparability. These adjustments were not material to our results of operations or financial condition in any
period presented in this report.

]
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Non-GAAP Financial Measures—Items Affecting Comparability

Our “Management’s Discussion and Analysis of Financial Condition and Results of Operations” section
includes certain measures of financial performance that are not defined by U.S. generally accepted accounting
principles (“GAAP”). For each of these non-GA AP financial measures, we are providing below (1) the most
directly comparable GAAP measure; (2) a reconciliation of the differences between the non-GAAP measure and
the most directly comparable GAAP measure; (3) an explanation of why our management believes these
non-GAAP measures provide useful information to investors; and (4) additional purposes for which we use these
non-GAAP measures. - - :

We believe that the disclosure of these non-GAAP measures provides investors with a better comparison of
our year-to-year operating results. We exclude the effects of certain items from Income before Iriterest and
Income Taxes (“EBIT™), Net Income and Income per Share-Diluted when we evaluate key measures of our
performance internally, and in assessing the impact of known trends and uncertainties on our business. We also -
believe that excluding the effects of these items provides a more balanced view of the underlying dynamics of
our business. '

Items affecting comparability include the impacts of charges or credits in 2006, 2005, 2003, 2002 and 2001

associated with our business realignment initiatives and a reduction of the income tax provision in 2004 resulting

from adjustments to income tax contingency reserves. Note 3 to the Consolidated Financial Statements contains
information regarding the business realignment initiatives and Note 11 contains information about the income tax
provision adjustment. T o

r
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For the years ended December 31, ) 2006 ] . ) 2005

' Income Income
' o e L Per . . - Per
Net Share- Net Share-
| A EBIT Income Diluted EBIT Income  Diluted
In millions of dollars exéept per share amounts : ‘ :
Results in accord'lné'e withGAAP ... ... ... . ..., $ 992.6 $559.1 $2.34 $8336 $488.5', 5197
ltems affecting comparablllly ,
Business reahgnmcnt and asset impairments
inctuded in cost ofsales .................... 3.2) 2.0) (.01 22.5 13.4 05
Business reallgnmem charges included in selling, RS
marketing and administrative (“SM&A”) ...... _ 3. 2 —_ — —_ =
Business reallgnment and asset impairments, net .. 145 93 .04 965 . 60.7 25
Non-GAAP results excludmg items affectmg oo ‘“ Coen SRR
comparability . . 4. ...l S . $1,004.2 $566.6 $2.37 $972:6 $562.6° $2.27
E
For the years ended December 31, . ) o 2004 2003
S ) ) Income Income
bt oot v Per ' ’ Per -
.- I, . Net Share- Net Share-

, i , ) EBIT  Income Diluted  EBIT . Income Diluted
In millions of dollars except per share amounts ’ -

Results in accordance with GAAP ................... $876.6 $574.6 $224 §7674 $4392 %1.66

. t o
Items affecting comparability:
Business realignment and asset impairments included

incostofsales ...................o... — — -— 2.1 1.3 —
Business realignment and asset impairments, net . . . . — — — 234 14.2 05
Gainon sale of BUsIness . ......oveiennnnne s — — — 33) (.7 (02
Tax provision adjustment . ..................... — (61.1)  (.24) — — —
Cumulative effect of accounting change ........... — _— — — 74 03
Non-GAAP results excluding items affecting
comparability . R EEEEEER RS $876.6 $513.5 $2.00 $784.6 $4564 S$1.72
] f
For the years ended De‘cemb_er 31, 2002 2001
! Income Income
i Per Per

' Net Share- Net Share-
) EBIT Income Diluted EBIT Income  Diluted

In millions of dollars erécept per share amounts

Results in accordance with GAAP ... .. ... ... ... $683.0 $393.9 $143 S$4015 $2004 §$ .73
ltems affecting comparabllny
Business reallgnmem and asset impairments included
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incostofsales .......... ... .. ... .. L 6.4 4.1 .01 50.1 31.8 1
Costs to explore the sale of the Company included in

SM&EA 17.2 10.9 .04 — — —
Gainonsale ofbusiness ....................... — — — (19.2) (. —
Elimination of amortization of goodwill and other

intangible assets .......... ..o, —_ —_ — 14.7 135 05
Business realiénmem and asset impairments, net . . . . 276 17.4 06 2283 1401 51

Non-GAAP results excluding items affecting .
comparahility .......... ... i $7342 $4263 $1.54 36754 $384.7 $1.40




Actual Results Excluding [tems

Affecting Comparability
Key Annual Performance Measires ‘ o Long-term Goal * 2006 2005 2004 ¢
Increase in Net Sales . . .. v v i . 3%t04% | 26% . 9'i.%. 61%
Increase in EBIT ... oot ii i i in i ianens 7% to 9% 32% 11.0% 11.7%
Improvement in EBIT Margin in basis points (“bps™) ........... 7009 bps 10bps 40bps 100 bps
Increase in Income Per Share-Diluted (“EPS™) ................ 9% 10 11% 44% ° 135% 16.3%
SUMMARY OF OPERATING RESULTS
Analysis of Selected Items from Our Income Statement
R . : . ' o . Percent Change

: ' : . Increase (Decrease)
For the years ended December 31, E T 2006 2005 2004 2006-2005  2005-2004
in millions of dollars éxcept per share amounts : : '
NetSales . ... ... i it $4,944.2 $4,819.8 $%4,4164 2I.6% 9.1%
Costof Sales ... ..ot iiiiiiii s 3,076.7 29567 2,672 4.1 10.6
Gross Profit ... .......vuireree i 1,867.5 1.863.1 1,743.7 0.2 6.9
Gross Margin . .. .......uueeuuneriineiiaeeeennn, 37.8%  387%  39.5%
SM&A EXpense .................... e . 8603 9130 8670  (5.8) 5.3
SM&A Expcnse asapercentofsales .............. .. . 17.4% 18.9% 19.6%
Business Realignment and Asset Impairments Charge ...~ 146 96.5 — (84.9) ‘N/A
EBIT ........ PR PR 9926 8536 8766 . 163. . (26)
EBITMargin .. ... ..o i 20.1% 17.7% 198% - ¢, s
Interest Expense, Net .............. ...t 116.1 88.0 66.6 319 322
Provision fo‘y Income Taiges ....... e PR 3174 277.1 2354 146 - 177
Effective Income Tax Rate ... .. e 362% |, 362% 29.0% . o
NetIncome ..........covvvvvnneinn. T $ 559.1 $ 4885 % 5746 14.4 (15.0).
Net Income Per Share—Diluted .................... $ 23 % 197 § 224 18.8 (12.1)
Net Sales
2006 compared with 2005

U.S. confectionery sales volume increases contributed over three quarters of the total increase in net sales.
Sales of new products and higher seasonal sales contributed the majority of the volume increase. Sales in 2006
also benefited from improved price realization resulting from higher list prices in the United States implemented
in 2003, substantially offset by a higher rate of promotional allowances. Favorable foreign currency exchange -
rates and higher sales volume in Mexico also contributed to the sales increase. These increases were offset '
somewhat by lower sales in Canada, partly due to the impact of a product recall during the fourth quarter caused
by a contaminated ingredient purchased from an outside supplier. :

2005 compared with 2004

T L]

Business acquisitions, primarily Mauna L.oa Macadamia Nut Corporation (“Mauna Loa”) and Grupo
Lorena, contributed approximately 2.9% of the increase in net sales from 2004, Approximately two-thirds of the
additional sales increase of 6.2% resulted from unit volume growth, primarily reflecting the introduction of new
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prdduct's and Iirriite'tj edition items. lmproved performance by our Canadian and Mexican businesses and exports
to Asia and Latin America also contributed to this increase. The remaining sales increase resulted from selling
price increases, a lower rate of promotional spending, and favorable foreign currency éxchange rates for our
international businesses.

Key Marketplace Metrics

For the 52 weeks ended December 31, : 2006 w _22%
"Consumer Takeaway Increase ........... ... ..cciiiiiinnnnnn... DU 4.0% 4.2% 17.0%
Market Share (Decr:ease) INCrease ... ..o 0.2)- 07 05

Consumer takeaway is provided for channels of distribution accounting for approximately 80% of our 15.5.
confectionery retail business. These channels of distribution include feod, drug, mass merchandisers, including |
Wal-Mart Stores, Inc., and convenience stores. The change in market share is provided for measured channels
which include sales'in the food, drug, convenience store and mass merchandiser classes of trade, excluding sales

of Wal-Mart Stores; Inc.
Cod

+ (. . fl
] .

Cost of Sales and (:}rosé Margin
2006 compared with 2005

The sales volur:ne increase, higher energy, raw material and other input costs were the primary contributors
to the cost of sales increase for 2006. Higher costs associated with obsolete, aged and unsaleable products also™*
contributed to the increase. These increases were offset somewhat by reductions in U.S. manufacturing costs and
a decrease in cost of sales of $3.2 million in 2006 resulting from the adjustment of liabilities associated with
business reallgnment initiatives. Business realignment charges of $22.5 million were included in cost of sales in
2005 reflecting accelerated depreciation resultmg from the closure of a manufacturing facility located in Las
Piedras, Puerto Rico.

_ Gross margin in 2006 was negatively impacted by higher costs for energy and raw materials, ‘increased costs
related to product obsolescence and an unfavorable sales mix. These were partially offset by lmproved price
realization and supply chain productivity. Our business realignment initiatives improved gross margin 0.1 ‘
percentage point in 2006 and reduced gross margin by 0.4 percentage points in 2005,

)
'

2005 compared with 2004 -

Business realignment charges increased cost of sales by $22.5 million. Higher sales volume, business
acquisitions and higher raw material costs, in addition to higher labor, overhead and distribution costs primarily
caused the remainder of the increase. .

A less favorable product mix, primarily associated with the lower-margin Mauna Loa and Grupo Lorena
businesses, and the impact of business realignment charges reduced our gross margin by 1.1 percentage points.
Improved price realization. primarily from selling price increases and improved profitability for our international
businesses, more than offset the impact of higher raw material, labor and overhead costs, and sales of certain new
products which had lower margins. L . - - i

"

Selling, Marketing hnd 'Administrative
2006 compared with 2005

Selling, marketing and administrative expenses decreased primarily due to reduced administrative costs
reflecting lower incentive compens-ition expense and savings resulting from our 2005 business realignment
initiatives. Reduced advertising expense in 2006 was substanual]y offset by higher consumer promouon Ty
expenses ‘ i Coe '

!
[
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2005 compared with 2004 +. .- i . P

... Selling, marketing and administrative expenses increased during this period primarily due to increased
performance-based employee compensation costs, including stock-based compensation. Business acquisition
expenses and consumer promotions expenses also increased, but were offset sornewhat by lower advertising
expenses.

Business Re&ilignment Initiatives o

In July 20005, we announced initiatives intended to advance our value-enhancing strategy (the “2005
business realignment initiatives™), We also announced that we would record a total pre-tax charge of
approximately $140 million to $150 million, or $.41 to $.44 per share-diluted in connection with the 2005
business realignment initiatives, Qur 2005 business realignment initiatives were complete as of December 31,
2006.

Charges (credits) associated with business realignment initiatives recorded during 2006 and 2005 were as
follows: .o ‘ : P

For the years ended December 31, 2006 2005
In thousands of doHars ‘
I ! i M a R | i
Cost of sales o _
2005 business realignment initiatives .. ... ... o o o i $(1,599) § 22,459
, Previous business realignment Initiatives .......... .0 . it (1,600) . —
Totdl cost of sales ............. P S IR (3,199) 22,459
Selling, marketing and administrative ' '
2005 business realignment initiatives . ............. e e e 266 —
Business realignment and asset impairments, net
* 2005 business realignment initiatives: : i
U.S. voluntary workforce reduction program .............i i 9,972 69,472
U.S. facility rationalization {Las Piedras, Puerto Ricoplant) ................... 1,567 12,771
Streamline international operations (primarily Canada) . . . .. e U 2,524 14,294
Prewous business reahgnment initiatives . ........ pateeeeeee S 513 —
Total business realignment and asset 1mpalrments 117 S 14,576 96,537

Total net charges assoc1ated with busmcss-reahgnmenl initiatives .:......... B $11,643 $118,996

The credit of $1.6 million recorded i in cost of sales during, 2006 for the 2005 business realignment initiatives
related to higher than expected proceeds from the sale of equipment from the Las Piedras, Puerto Rico plant. The
charge recorded in selling, marketing and administrative expenses resulted from accelerated depreciation relating
to the termination of an office building lease. The net business realignment and asset impairments charges
recorded during 2006 included $7.3 million for involuntary terminations relating to organizational changes.

During 2006, we recorded charges (credits) related to previous business realignment initiatives that began in
2003 and 2001. These charges (credits) -were recorded to finalize the sale of certain properties, adjust previously
recorded liabilities, and reflect the impact of an employment complaint arising from the,2003 business
realignment initiatives. During 2004, eight former employees filed a complaint in federal court in Colorado
alleging we discriminated against them based on age. We do not expect any significant impact as a result of this
case.

- - The $22.5 million recorded in cost of sales in 2005 resulted from accelerated depreciation related to the
closure of the Las Piedras manufacturing facility. The business realignment and asset impairments charge in
2005 included $8.3 million for involuntary termination benefits primarily for Las Piedras plant employees.
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, ! Balance  Utilization New charges  Balance
Accrued Liabilities | . 12/31/05 during 2006 during 2006  12/31/06

In thousands of dollars . . . . . A

Voluntary workforée reduction ... ............o.voneeno.n.. $31,883  $(19,727)  $5,531 $17.687
Facility rationalizallion ............................... e — (1,562) 1,562 —
Streamline international operations .. ............ ... ... ..., 5,888 (6,723) - 1,896 1,061

Total ............. e e ... §37,771 $(28,012)  $8989  $18,748

Income Before Interest and Income Taxes and EBIT Margin

2006 compared w:'th 2005

EBIT mcreased in 2006 compared with 2005, primarily as a result of lower net business realignment charges
associated prlmanly with the 2005 business realignment initiatives. Net pre-tax business realignment charges of
$11.6 million were recorded in 2006 compared with $119.0 million recorded in 2005, a decrease of $107.4
million. The remamcler of the increase in EBIT was attributable to lower selling, marketing and administrative -
expenses which were partially offset by lower gross profit resulting from higher input costs and the 1mpact of
product obsolestence

Net business realignment charges reduced EBIT margin by 0.2 percentage points in 2006 and 2.5 percentage
points in 2005. The remainder of the improvement in EBIT margin reflected lower selling, marketing and
administrative exp;enses as a percentage of sales.

2005 compared with 2004

EBIT decreased from 2004 to 2005 as a result of net charges of $1 19 0 million related to the 2005 business
realignment mmatwes recorded in 2005. The impact of the business realignment charges was substantially offset
by an increase in EBIT of $96.0 million resulting from the sales volume growth and net price realization which
more than offset higher input cosis and an increase in selling, marketing and administrative expenses.

|

EBIT margin ‘declined in 2005 primarily due to our Mauna Loa and Grupo Lorena businesses, which had
tower margins, and the impact of business realignment charges which together reduced EBIT margin by 3.1
percentage points. ‘Also contributing to the EBIT margin decline were higher raw material, labor and overhead
costs, and sales of ‘certain new products that had lower margins. Improved price realization, improved
profitability from our internationat busmesses and lower selling, marketing and administrative expenses asa
percentage of sales offset 1.0 percentage point of the EBIT margin decline,

l»

lnterest Expense,- Net
2006 compared with 2005
|

Net interest expense was higher in 2006 than the comparable period of 2005, primarily reflecting higher
interest expense resulting from commercial paper borrowings to fund repurchases of Common Stock and
working capital requirements, along with significant contributions to our pension plans in late 2005, Higher
interest rates in 2006 also contributed to the increase in interest expense. :

2005 compared w;f_th 2004

Net interest expense was higher in 2005 primarily due to higher short-term interest expense and decreased
capitalized interest. The increase in interest expense was primarily associated with commercial paper borrowings
to finance stock repurchases and contributions to our pension plans, in addition to higher interest rates.
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Income Taxes and Effective Tax Rate
2006 compared with 2005 '
Qur effective income tax rate was 36.2% for 2006 and 2005. - . By .

2005 compared with 2004

The effective income tax rate for 2005 benefited by 0.2 percentage points from the impact of tax rates
associated with business realignment charges. Our effective income tax rate for 2004 was not comparable to 2005
because in 2004 we settled Federal tax audits for the 1999 and 2000 tax years and resolved several state tax audit
issues. Our provision for income taxes was reduced by $61.1 million from adjustments to income tax
contingency reserves related to those years. The income tax contingency reserve adjustments related pnmanly to
the deductibility of certain expenses, interest on potential assessments, and acquisition and divestiture matters.
The reduction in the 2004 provision for income taxes resutting from the adjustment to income tax contingency
reserves reduced the effective income tax rate by 7.3 percentage points. : '

Net Income and Net Income Per Share
2006 compared with 2005

Net Income in 2006 was reduced by $7.6 million, or $.03 per share-diluted, and in 2005 was reduced by
$74.0 million, or $.30 per share- diluted, as a result of net charges associated with our 2005 business reallgnment
initiatives which were recorded in each year. In addition to the impact of the business realignment initiatives,
earnings per share-diluted in 2006 increased primarily as a result of lower selling, marketing and administrative
expenses which more than offset the impact of reduced gross profit. The impact of lower weighted-average
shares outstanding, net of higher interest expense, also contributed to the increase in earnings per share-diluted in
2006.

2005 compared with 2004

Net income for 2005 was unfavorably impacted by total charges associated with the 2005 business
realignment initiatives of $119.0 million before tax, $74.0 million after tax or $.30 per share-diluted. Net income
for 2004 was favorably impacted by $61.1 million, or $.24 per share-diluted, because of the adjustment to the
Federal and state income tax contingency reserves.

FINANC[AL COND[TION

Our financial condition remained strong during 2006. Selid cash flow from operations and our hqu1d1ty,
leverage and capital structure contributed to our continued investment grade credit rating by recognized rating
agencies.

Acquisitions and Divestitures |

In October 2006, our wholly-owned subsidiary, Artisan Confections Company, purchased the assets of
Dagoba Organic Chocolates, LLC based in Ashland, Oregon, for $17.0 million. Dagoba is known for its high-
quality organic chocolate bars, drinking chocolates and baking products that-are primarily sold in natural food
and gourmet stores across the United States. Dagoba has annual sales of approximately $8 million.

In August 2005, Artisan Confections Company completed the acquisition of Scharffen Berger Chocolate
Maker, Inc. Based in San Francisco, California, Scharffen Berger is known for its high-cacao content, signature
dark chocolate bars and baking products sold online and in a broad range of outlets, including specialty retailers,
naturat food stores and gourmet centers across the United States. Scharffen Berger also owns and operates three
specialty stores located in New York City, Berkeley, and San Francisco.
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Also, in August 2005, Artisan Confections Company acquired the assets-of Joseph Schmidt Confections,
Inc., a premium chocolate maker located in San Francisco, California. Distinctive products created by Joseph
Schmidt include artistic and innovative truffles, colorful chocolate mosaics, specialty cookies, and handcrafted
chocolates. We sell these products in select department stores and other specialty outlets nationwide as well as in
Joseph Schmidt stores located in San Jose and San Francisco, California. The combined purchase price for
Scharffen Berger and Joseph Schmidt was $47.1 million, with the final amount subject to upward adjustment,
The final purchase price, which will not exceed $61.1 million, will be determined based upon actual sales growth

through 2007. Togéther, these companies have combined annual sales of approximately $25 million.
v <o : ‘ . . - :
I

In December 2004, Artisan Confections Company acquired Mauna Loa for $127.8 million. Mauna Loa is -
the leading processor and marketer of macadamia snacks with annual sales of approximately $80 million. ‘

In October 2004, our wholly-owned Mexican subsidiary, Hershey Mexico, acquired Grupoe Lorena, one of -
Mexico’s top sugar confectionery companies, for $39.0 million. This business has annual sales of over $30
million. Included in the acquisition was the Pelon Pelo Rico brand.

|

Results subse(l]uent to the dates of acquisition were included in the consolidated financial statements. Had

the results of the acquisitions been included in the consolidated financial statements for edch of the periods

presented, the effect would not have been material.

In October 20PS our wholly-owned subsidiary, Hershey Canada Inc., compleled the sale of its Mr. Freeze
freeze pops busmess for 2.7 million.

Assets |

A summary of our assets is as follows:

December 31, | 2006 2005

In thousands of dollars

Current assets ........................ e $1 ,417,812 51,376,403

Property, plant and eqmpment net ... e - 1,651,300 1,659,138

Goodw1ll and other intangibles ......... [ 642,269 "629,964

ODET ASSEIS &+ v v v v v e e e e e e e e e e e e 446,184 ' 597,194
TOtal BSSELS . ...\t $4,157,565  $4,262,699

¢ The change in current assets from 2005 to 2006 was prlmanly due to the following:
. ngher cash and cash equivalents i m 2006 due to the timing of cash colleumns _
* Anincrease in accounts receivable in 2006 resulting from the timing of sales in December;

* Apni mcrease in inventories reﬂectmg higher raw material inventories to eupport manufacturmg
reqmremenm and -

+ A decrease in prepaid expenses and other current assets reflecting the implementation of SFAS
No. '1'58 and lower prepaid selling and marketing expenses, partially offset by a receivable of
approximately $14.0 million rélated to the recovery of damages resulting from the product recall in
Canada K

. Property, plant and equipment was lower in 2006 primarily due to depreciation expense of $181.0,
. million and asset retirements, partially offset by capital additions.

"+ The change in other assets in 2006 was primarily due to the implementation of SFAS No. 158 which
resulted in the reclassification of $143.9 million of assets related 10 our pension plans to accumulated
other comprehens:ve loss.
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Liabilities . | - o ao Lo

| S e s . . .
‘A summary of our liabilities is as follows:

December 31, ) 2006 2005

In thousands ofdollars - - ' &° : ‘ ' -

Clsrent Tiabilities . "........"...0.0 L §1483,538 $1,4_9'0,§82
Longtermdebt ............. e e 'L‘ 1248128 942,755
Other long-term Habilities ... ... 7 /.0, .o 00 486473 412929
Deferred i mcome taxes...... PRI . et T 286,003 400,253
s+ - Total liabilities . ....... e B . L  $3,474,142  $3 246,319
Ve ’ 2 ~a‘at|'t;'- P oo

. Changes in current liabilities from 2005 to 2006 were primarily the result of the following:
» Lower accounts payable reflecting the timing of payments in December‘

* Reduced accrued liabilities associated with busmeqs reahgnment 1n1t|at1ves incentive compensation
and marketing programs; and. : R TR T U

. Hrgher current pomon of long’ *term debt, substanually offset by the reﬁnancmg of commermal !

paper borrowmgs upon the 1ssuance of long term debt ) . .
*» The increase in long—term debt in 2006 resulted from the issuance of $500 l'l'lllllOl‘l of Notes in August
2006, discussed further in the Liquidity and Capital Resources section. This increase was reduced by the

reclassification of 6.95% Notes and certain lease obligations to current portion of long-term debt.

* The increase in other long-term l1ab1ht1es in 2006 was principally associated with the recording of
liabilities for post-retirement benefits upon adoptton of SFAS No. 158.

«  The-decrease in deferred taxes in 2006 was primarily associated with the ta;( effectof the ---
_ reclassification of assets related to our pension plans and liabilities recorded for our post-retlrement
Lo beneﬁt plans upon adopttort of SFAS No. 158. : .o -

Wt

y -

Capttal Structure ‘

We have two classes of stock outstanding, Common Stock and Class B Stock Holders of the Common
Stock and the Class B Stock generally vote together without regard to class on matters'submitted to stockholders,
including the election of directors.-Holders of the Common Stock have one vote per share. Holders ofithe Class B
Stock have ten votes per share. Holders of the Common Stock, voting separately as a class; are entitled to elect
one-sixth of our Board of Directors. With respect to dividend rights, holders of the Common Stock are entitled to
cash dividends 10% higher than. those declared and paid on the Class B Stock.

Hershey Trust Company; ins (risstee for the benefit of Milton l'-le'rs!hey Schaol (the “Milton Hershey School
Trust”) maintains voting coiitrol ovét The Hérshey Company: However, the Milton Hershey School Trust has not
taken an active role in-setting otir pélicy, rior Has it exercised influence with'regard to the ongoing business
decisions of.our Board of Directors or-management. The Milton Hershey School Trust decided to explore a sale
of The Hershey Company in June 2002, but subsequently decided to terminate the sale process in September
2002, After terminating the sale process, the Trustee of the Ml]ton Hershey School Trust advised the
'Pennsylvama Office of Attorngy Genera] in September 2002 that it would not agree to any sale of its comrolhng
interest in The Hershey Company. w1th0ut approval of the court havmg }unsd1ct10n over the Milton Hershey
School Trust followmg advance notlce to the Office of Attorney General. Subsequently, Pennsylvania enacted
legislation that requ1res that the Ofﬁce of Attorney General be prov:ded advance notice of any transaction that
would result in the Milton Hershey Schiool Trust no longer hiving voting control of the Company. The law
provides specific statutory authority for the Attorney General to intercede, and petition the Court having
jurisdiction over the Milton Hershey School Trust to stop such a transaction if the Attorney General can prove
that the transaction is unnecessary for the future economic, viability of the Company,and is inconsistent with
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investment and management considerations under fiduciary obligations. This legislation could have the effect of
making it more ditficult for a third party to acquire a majority of our outstanding voting stock and thereby delay
or prevent a chang{a in control of the Company.

In December 2000, our Board of Directors unanimously adopted a Stockholder Protection Rights
Agreement (“nghts Agreement”). The Milton Hershey School Trust supported the Rights Agreement. This
action was not in response to any specific effort to acquire control of The Hershey Company. Under the Rights
Agreement, our Board of Directots declared a dividend of one right (“Right”) for each outstanding share of
Common Stock and Class B Stock payable to stockholders of record at the close of business on December 26,
2000. The Rights vivﬂl at no time have voting power or receive dividends. The issuance of the Rights has no
dilutive effect, will not affect reported earnings per share, is not taxable and will not change the manner in which
our Common Stock is traded. We discuss the Rights Agreement in more detail in Note 14 to the Consolidated
Financial Slatements

LIQUIDITY ANli) CAPITAL RESOURCES

Our principal source of liquidity is operating cash flows. Our net income and, consequently, our cash
provided from operations are impacted by: sales volume, seasonal sales patterns, timing of new product
introductions, profit margins and price changes. Sales are typically higher during the third and fourth quarters of
the year due to seasonal and holiday-related sales patterns. Generally, working capital needs peak during the
summer months, We meet these needs primarily by i 1ssumg commerc1al paper :

I t

J
Cash Flows frqm Qperating Aclivities

QOur cash fiow's provided from (used by‘) operating activities were as follows:

For the years ended December 31 . 2006 2005 2004
In thousands of doHars ' S
Netincome ... ........ .. ... ... ... ... $559,061 § 488,547 $574,637
Depreciation and amortization ............. ... ... 0 .... 199911 218,032 - 189,665
Stock-based c'ompensation and excess tax benefits .......... 16,323 14,263 18,710
Deferred income taxes ..............ciiiiiinennannann. 4,173 71,038 (74,570)
Business realignment initiatives, netoftax ... ............. . 1,573 74,021 —
Contributions'to penstonplans ... ... ... il o i (23,570) - (277,492) (8,020)
Working capital ........ PP AR e - (40,553)  (174,010) {26,081)
Changes in other assets and liabilities .................... o 275 - 47,363 113,413
Net cashi prov1ded from operating activities . . . AP $723,193' $ 461,762  $787,754

¢ Overthe past three years cash from operating act1v1tles provided apprommalely $2.0 billion.

+« The change in cash (used by) provided from deferred i mcome taxes pnmanly reflected the tax impact of
higher pension plan contributions in 2005 and the adjustment of income tax contingency reserves in 2004.

«  In 2004, we adjusted deferred income taxes primarily to reflect the deferred tax benefit resulting from a
$61.1 million adjustment to income tax contingency reserves recorded in the second quarter of 2004,
Deferred i mcomc taxes in 2004 also reflected an increase resulting from the Mauna Loa acquisition.

" ‘ These adjustments represented non-cdsh items that impacted net income and are reflected in the
consolldaled statements of cash flows to reconcile cash flows from operating activities.

. We conmbuted $309.1 million to our pension plans over the past three years to improve the plans’
~ funded status As of December 31, 2006, the fair value of our pension plan assets exceeded benefits
obhganons by $328.0 million. o . .

*  Overthe three-year period, cash provided from or used by working capital tended to fluctuate due to
sales during December and inventory management practices. :
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» During the three-year period, changes in other assets and liabilities primarily related to hedging
transactions and the timing of payments for accrued liabilities associated with selling and marketing
programs, incentive compensation and income taxes. The increase in income taxes paid in 2006
compared with 2005 pnmanly reflected significantly lower tax deducuons in 2006 for pension plan
contributions.

Cash Flows from Investmg Actmtles

Our cash ﬂows prowded from (used by) mvestmg activities were as follows:

For the years ended December 31, | , L. 2006 2005 2004

In thousands of dollars ‘ .

Capital additions . .. ...........cciiiii i L $(183,496) $(181,069) $(181,728)

Capitalized software additions . ................. ... ... (15,016) {13,236)" (14,158)

Business acquisitions . ........... ... . . . . i, (17,000) {47,074) (166,859)

Proceeds from divestitures . ...t nninnennn. . —_ 2,713 —_
Net cash used by investing activities ................ $(215,512) $(238.666) $(362,745)

* Capital additions pn'marily included capacity expansion, modernization of existing facilities and
purchases of manufacturing equipment for new products.

». Capitalized software additions were primarily for ongoing enhancement of our information systems.”

»  We anticipate total capital expenditures of $250 million to $300 mllllon in 2007 and 3225 mllllon to
$250 million in 2008 and 2009. ) S

s, In October 2006, our wholly-owned sub51d1ary Artisan Confections Company. acquired the assets of
Dagoba Organic Chocolates, LLC for $17.0 million,

e In August 2005, Artisan Confections Company acquired the assets of Joseph Schmidt Confections, Inc.
and completed the acquisition of Scharffen Berger Chocolate Maker, Inc. The combined purchase price

for Joseph Schmidt and Scharffen Berger was $47.1 million, although the final amount may be adjusted

,  upward based on actual sales growth through 2007. The adjustment may not increase the final amount to
.a total of more than $61.1 million.

= In 2004, Artisan Confections Company acquired Mauna Loa for $127.8 million and our wholly-owned
Mexican subsidiary, Hershey Mexico, acquired Grupo Lorena, a sugar confectionery company, for
$39.0 million. . S . S

* In October 2005, our wholly-owned subsidiary, Hershey Canada Inc., sold its Mr. Freeze freeze pops
business for $2.7 million.

Cash Flows from Financing Activities

Our cash flows provided from (used by) financing activities were as follows:

For the years ended December 31, 2006 2005 . 2004

In thousands of dollars s ! ‘ ’ .

Net change in short-term borrowings . . . .. e  $(163,826) $ 475,582  $ 331,245
. Long-term borrowings ...............cc.oiiiiiiiin... 496,728 248,318 —

" Repayment of long-termdebt .. ........................ - (234) (278,236) (883)
Cashdividendspaid .............. ... ... ... ... . (235,129)  (221,235) (205,747
S10ck OPLONS EXEITISES ..\ vt ettt . 46386 101,818 89,330
Repurchase of Common Stock ................ G (621,648)° .(536,997) (698,910}

7- Net cash used by financing activities ... ............. $(477,723)  $(210,750)  $(484,965)
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»  We use short-term borrowings (commercial paper and bank borrowings) to fund seasonal working
- capital requirements and finance share repurchase programs. Additional mformatlon on short-term
borrowmgs is included under Borrowing Arrangements below. '

¢ In August 2006, we issue ed $250 million of 5.3% Notes due in 2011 and $250 million of 5. 45% Notes
due in 2016. The Notes were issued under a shelf reglstratton statement on Form S-3 filed in May 2006
descnbed under Registration Statements below.

l;‘ v 4
» In August 2005, we issued $250 m1]]ron of 4.85% Notes due in 2015 under an August 1997 Form S-3
Registration Staterent.

«  We paid cash dividends of $178.9 million on our Commen Stock and $56.3 million on our Class B
Stock in 20()6 ) '

» Cash used for the repurchase of Common Stock was partially offset by cash received from the exerc:se
of stock optlons

Repurchases and Tssuances of C ommon Stock

For the years ended December 31, 2006 2005 2004

In thousands : . P Shares  Dollars  Shares . Dollars  Shares . Dollars
Shares repurchased under pre-approved share Pt :
repurchase programs: i ,
Open markel repurchases .................... 9,912 $524,387 4,085 '$238,157 2,633 $115,604
Milton Hershey School Trust repurchases ....... ~ 689 38,482 69 3.936 11,282 - 501,373
Shares repurchased to replace Treasury Stock issued for . _ .. .
stock options and employee benefits .. ............ 1,096 58,779 4,859 294904 1,898 81,933
Total share repurchases ..... e 11,697 $621,648 9,013 $536,997 15,813 $698,910
Shares issued for stock options and employee .
benefits ... ... i (1,437) . (44,564) (2,949). (74,438) (3,341) (84,047)

Net change . . . .. e e e 10,260 $577,084 6,064 $462,559 12,472 $614,863

*  We intend to continue to repurchase shares of Comrmon Stock in order to replace Treasury Stock shares-
issued fof exercised stock options. The value of shares purchased in a given period will véry based on
stock opuons exercised over time and market conditions.

¢ During 2006 we completed share repurchase programs of $250 million approved in April 2005 and
$500 million approved in December 2005. In December 2006, our Board of Directors approved an
addmonal $250 mllhon share repurchase program.

I

Cumulative Share Repurchases and Issuances
A summary of cumulative share repurchases and issuances is as follows:

' ! Shares Dollars
(In thousands)

Shares repurchased under authorized programs which began in 1993:

Open marketTepUrchases ... .........iuue it 54,520 $1,834.449
Repurchases ; from the Milton Hershey School Trust .................. e 11,918 245,550
Shares reured .......... P (1,056) (12,820
Total repurchases | under authorized programs .................................... 65,382 2,067,179
Privately negoualed purchases from the Milton Hershey School Trust ... .............. 67,282 1,501,373
Shares reissued for stock option obligations, supplemental retirement contnbutlons and o
employee stock’ -ownership trust obligations .. .......... ... ... ... il (25,747) (653,882)
Shares repurchased to replace reissued shares .............ooit i, 22,721 887,277
Total held as Treasury.Stock as of December 31,2006 . . ... EEETRTURY AP e 129,638 $3,801,947
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Borrowing Arrangements

We maintain debt levels we consider prudent based on our cash flow, interest coverage ratio and percentage
of debt to capital. We use debt financing to lowér our overall cost of capital which i increases our retum on

stockholders’ equity.

Registration Statements

In December 2006, we entered into a five-year agreement establishing an unsecured revolving credit
facility to borrow up to $1.1 billion, with an option to increase borrowings to $1:5 billion with the’
consent of the lenders. We may use these funds for general corporate purposes, including commercial
paper backstop and business acquisitions. The credit agreement contains customary affirmative and
negative covenants and a financial covenant. As of December 31, 2006, we complled with all of these
covenants. This facility replaced our previous $900 million revolving credit facility entered into in
November 2004. ‘

In March 2006, we emered into a short-term credit agreement establishing an unsecured revolvmg credit
facility to borrow up to $400 million through September 2006. In September 2006, we entered into an
agreement amending the short-term facility. The amended agreement reduced the credit limit from $400
million to $200 million and expired on December 1, 2006. We used the funds for general corporate
purposes, including commercial paper backstop. We entered into this agreement because we expected
borrowings to exceed the $900 million credit limit available under the revolving credit agreement in
effect at that time. o e

In September 2005, we enlered into a short-term credit agreement establishing an unsecured revolving
credit facility to borrow up to $300 million. The agreement expired in December 2005. We used the
funds for general corporate purposes, We entered into this facility because we expected borrowings in
late 2005 to exceed the $900 million credit limit available under the revolving credit agreement in effect
at that time. Borrowing increased due to the retirement of $200 million of 6.7% Notes in October 2005,
refinancing of certain consolidated lease arrangements, contributions to our penslon plans, stock,
repurchases and seasonal working capital needs.

In November 2004, we entered into a five-year credit agreement ‘under which we could borrow up to
$900 million with an option to increase borrowings by an additional $600, million with concurrence by
the lenders. This credit agreement was replaced by the new 31.1 bllhon revolving credit facrllty referred
to in the first bullet above.

In addition to the revolving credit facility, we maintain lines of credit with domestic and international
commercial banks. As of December 31, 2006, we could borrow up to approximately $54.2 million in
various currencies under the lines of credit and as of December 31, 2005, we could borrow up to $7l 1
million. . .

In September 2005, we filed a shelf registration statement on Form 5-3 that was declared effective in
January 2006. Under this registration statement, we could offer on a delayed or continuous basis up to
$750 million aggregate principal amount of additional debt securities (the “$750 Million Shelf
Registration Statement™).

In May 2006, we filed a new shelf registration statement on Form $-3 that registered an indeterminate
amount of debt securities. This registration statement was effective immediately upon filing under new
Securities and Exchange Commission regulations governing “well-known seasoned issuers” (the “WKSI
Registration Statement”). The WKSI Registration Statement replaces, and will be used in lieu of, the
$750 Million Shelf Registration Statement for offerings of debt securities occurring subsequent to May
2006.

In August 2006, we iss.ued $250 million of 5.3% Notes due September 1, 2011, and $250 million of .
5.45% Notes due September 1, 2016. These Notes were issued under the WKSI Registration Statement.
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|

* Proceeds from the debt issuances and any other offerings under the WKSI Registration Statement may
.be used for general corporate requirements. These may include reducing existing borrowings, financing
capltal addmons funding contributions to our pension plans, future business acquisitions and workmg
capital requ1remenls :

OFF- BALANCE SHEET ARRANGEMENTS CONTRACTUAL OBLIGATIONS AND CONTINGENT
LIABILITIES AND COMMITMENTS

As of December 31, 2006, our contractual cash obllgatlons by year were as follows:
. 1 . [

-

. f “ A ! [ Payments Due by Year
: (In thousands of dollars) e '

Contractual Obligations 2007 2008 2009 2010 2011 Thereafter Total
Unconditional Purchase . o , ' o
. Obligations .. deeeioooo.. S1,023,500 $271,800 $72,300 $25,100 § — § —. $1,392,700
Non- cancelable Operaung . ’ T ) .

Leases ....... N 14,334 12969 9,124 6,511 5892 16,091 64,921
Long-term Debt O o 188,765 144 147 136 250,000 997,701 1,436,893
Total Ob]lgauons e 51,226,599 $284,913 881,571 $31.747 $255,892 $1,013,792 $2,894,514

]
¥
4

In entering 1nfo contractual obligations, we have assumed the risk that might arise from the possible
inability of counterparties to meet the terms of their contracts. Our risk is limited to replacing the contracts at
prevailing market rates. We do not expect any significant losses resulting from counterparty defaults.

¥

. ] 4 N
Purchase Obligations } ‘

We enter 1m0 certain obhgauons for the purchase of raw. materials. These obligations were primarily in the
fonn of forward contraclc. for the purchase of raw materials from third-party brokers and dealers. These contracts
minimize the effect of future price ' fluciations by fixing the price of part or all of these purchase obhgatlons
Total obligations for each year presented above consisted of fixed price contracts for the purchase of
commodities and unpnced contracts that were valued using market prices as of December 31, 2006,

The.cost of commodities associated with the unpriced contracts is variable as market prices change over
future periods. We mitigate the variability of these costs to the extent we have entered into commodities futures
contracts to hedge our costs for those periods. Increases or decreases in market prices are offset by gains or losses
on commodities futures contracts. This applies to the extent that we have hedged the unpriced contracts as of
December 31, 2006 and in future periods by entering into commodities futures contracts. Taking delivery of the
specific commodities for use in the manufacture of finished goods satisfies these obligations. For each of the '
three years in the period ended December 31, 2006, we satisfied these obligations by taking delivery of and

making payment for the spec1ﬁc commodities.
| ) - ! i -

Lease Arrangement with Special Purpose Trust

In January 2003, the FASB issued Imerpretauon No. 46, Consolidation of Variable Interest Entities, an
mterpreranon of ARB No. 51 (“Interpretation No. 46™), [nlerpretauon No. 46 addresses consolidation by business
enterprises of special-purpose entities (“SPEs”), such as spec1al-purpose trusts {*SPTs"), to which the usual
condition for consolldauon described in Accounting Research Bulletin No. 51, Consolidated Financial
Statements, does rot apply because the SPEs have no voting interests or otherwise are not subject to control
through ownershlp of voting interests. We adopted Interpretation No. 46 as of June 30, 2003, resulting in the
consolidation of off-balance sheet arrangementq with SPTs. As of December 31, 2006 and 2005, we had no
off-balance sheet arrangemems
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In December 2000, we entered into a lease'agreement with the'owner of a warehouse and distribution
facility in Redlands, California. The lease term was approximately ten years, with occupancy to begin upon
complenon of the facility. The lease agreement contained an option for us to purchase the facility. In January
2002, we assigned our right to purchase the facility to an SPT that in turn purchased the completed facility and
leased it to us, under a new lease agreement The term of this lease agreement was five years, with up to four
renewal penods of ﬁve years each’ w1th the consent of the lessor. The cost incurred by the SPT to acquire the
facility, including land was $40.1 mlllmn We exerc:lsed our option to purchase the facility at the ‘original cost of
$40.1 mrl]lon at the end of the lease term m January 2007

N . . N

Asset Rettrement leigatipns C
Our'Company has a number of facilities that contain varying degrees of asbestos in certain locations within

these facilities. Our asbestos management program is compliant with current regulations. Current régulations
require that we handle or dispose of this type of asbestos in a special manner if such facilities undergo major
renovations or are demolished. We believe we do not have sufficient information to estimate the fair value of any
asset retirement oblrganons related to these facilities. We cannot specify the settlement date or range of potential
settlement dates and, therefore, sufficient information is not available to apply an expected present value
technique. We expect to maintain the facilities with repairs and maintenance activities that would not’involve the

removal of asbesios.

r - . . . N .
i ot ' . L

4T . ' Lo

Income Tax Obligations irs

We base our deferred income taxes, accrued income taxes and provision for income taxes upon income,
statutory tax rates, the legal structure of our Company and interpretation of tax laws. We are regularly audited by
Federal, state and foreign tax authorities. From time to time, these audits result in assessments of additional tax.
We maintain reserves for such assessments. We determine the reserves based upon our judgment of assessment
risk. We adjust the reserves, from time to time, based upon changing facts and circumstances, such as receiving
audit assessments or clearing of an item for whlch a reserve has been established. '

. '
* o F 4 .

‘A settlement'of Federal tax audits for the 1999 and 2000 tax years, as well as the resolution of a number of
state tax audit issues were concluded during the second quarter of 2004. Based upon the results of the audits, we
reduced our income tax contingency reserves by $73.7 million. This reflected a reduction of the provision for
income taxes by $61.1 million and a reduction to goodwill of $12.6 million. The reserve adjustment related
pnmarlly to the deductrbthty of ‘certain expenses, interest on potential assessments, and acquisition and
divestiture mattcrs Assessments of addmonal tax requrre cash payments We are not aware of any stgmﬁcant

i :

'}
income tax assessments )
[ L ot '

ACC'OUNT_ING POLICIES AND MARKET RISKS ASSOCIATED WITH DERIVATIVE INSTRUMENTS

We use certain derivative instruments, from time to time, including interest rate swaps, foreign currency
forward exchange contracts and options, and commodities futures contracts, to manage interest rate, foreign
currency exchange rate and commodity market price risk exposures. We enter into interest rate swap agreements
and foreign currency contracts and options for periods consistent with related undertying exposures. These
derivative instruments do not constitute positions independent of those exposures. We enter into commodities
futures: contracts for varying periods. These futures contracts are intended to be, and are effective as hedges of
market price risks associated with anticipated raw material purchases, energy requirements and transportation
costs: We donot hold or issue'derivative instruments for trading purposes and are not a party to any instruments
with leverage or prepayment features, In entering into these contracts, we have assumed the risk that might arise
from the possible inability. of counterparties to meet the terms of their contracts. We do not expect any significant
losses from ¢counterparty defdults. - VR . S
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Accounting Under Statement of Financial Accounting Standards No. 133

[

We account for derivative instruments in accordance with Statement of Financial Accounting Standards
No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended (“SFAS No. 133, as
amended”). SFAS No. 133, as amended, provides that we report the effective portion of the gain or loss on a
derivative instrument designated and qualifying as a cash flow hedging instrument as a component of other
comprehensive income. We reclassify the effective portion of the gain or loss on these derivative instruments,
into income in the same period or periods during which the hedged transaction affects earnings. The remaining
gain or loss on the derivative instrument resulting from hedge ineffectiveness, if any, must be recognized
currently in earnings.

Fair value hedges pertain to derivative instruments that qualify as a hedge of exposures to changes in the fair
value of a firm commitment or asscts and liabilities recognized on the balance sheet. For fair value hedges, we
reflect the gain or loss on the derivative insirument in earnings in the period of change together with the
offsetting loss or gain on the hedged item. The effect of that accounting is to reflect in earnings the extent to
which the hedge is not effective in achieving offsetting changes in fair value.

As of December 31, 2006, we designated and accounted for all derivative instruments, including foreign
exchange contracts and options, and commodities futures contracts, as cash flow hedges. '

We adopted SFAS No. 133, as amended, as of January I, 2001. Additional information regarding
accounting policies associated with derivative instruments is contained in Note 5 to the Consolidated Financial
Statements, Derivative Instruments and Hedging Activities.

The information below summarizes our market risks associated with long-term debt and derivative
instruments outstanding as of December 31, 2006. Note 1, Note 5 and Note 7 to the Consolidated Financial
Statements provide additional information. ‘ :

Long-Term Debt :

The table below presents the principal cash flows and related interest rates by maturity date for long-term
debt, including the current pottion; as of December 31, 2006. We determined the fair value of long-term debt
based upon quoted market prices for the same or similar debt issues.

Maturity Date
2007 2008 2009 2010 2011 Thereafter Total Fair Value
In thousands of dollars except for rates '
Long-term Debt ......... $188,765 $144 $147 $136 $250,000 $997,701 $1,436,893 $1,519,067
Interest Rate . ....... 0.3% 20% 20% 20% 53% 6.3% 6.1%

1
We calculated the interest rates on variable rate obligations using the rates in effect as of December 31, 2006.

Interest Rate SWaps

In order to minimize financing costs and to manage interest rate exposure, from time to time, we enter into
interest rate swap agreements.

| R :
In December 2005, we entered into forward swap agreements to hedge interest rate exposure related to

$500 million of term financing to be executed during-2006. In February 2006, we terminated a forward swap
agreement hedging the anticipated execution of $250 million of term financing because the transaction was no
longer expected to occur by the originally specified time period or within an additional two-month period of time
thereafter. We recorded a gain of $1.0 million in the first quarter of 2006 as a result of the discontinuance of this
cash flow hedge. In August 2006, a forward swap agreement hedging the anticipated issuance of $250 million of
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10-year notes matured resulting in cash receipts of $3.7 million. The $3.7 million gain on the swap will be
amortized as a reduction to interest expense over the term of the $250 million of 5.45% Notes due September 1,
2016.

In October 2003, we entered into swap agreements effectively converting interest payments on long-term
debt from fixed 1o variable rates. We converted interest payments on $200 million of 6,7% Notes due in October
2005 and $150 miltion of 6.95% Notes due in March 2007 from their respective fixed rates to variable rates
based on the London Interbank Offered Rate, LIBOR. In March 2004, we terminated these agreements, resulting’
in cash receipts totaling $5.2 million, with a corresponding increase to the carrying value of the long-term debt.
We are amortizing or have amortized this increase, over the remaining terms of the respectwe long-term debl asa
reduction to interest expense

The fair value of interest rate swaps equals the difference in the present values of cash flows calculated at
the contracted interest rates and at current market interest rates at the end of the period. We calculate the fair
value of the swap agreements quarterly based upon the quoted market price for the same or similar financial
instruments. As of December 31, 2006, we were not a party to any interest rate swap agreements.

‘e

A summary of the fair value and market risk associated with interest rate swaps is as follows:

December 31, . ! - Y2006 2005

In millions of dolars
Fair value of forward swap agreements—liability ......... ... ... . ..o iiiiiiiinan. .. 55— %49

Potential net loss in fair value of interest rate swaps of ten percent resulting from a hypothetlcal
near-term adverse change in market rates . .. ... .o i i e §— §$ 5

Foreign Exchange Forward Contracts and Options

We enter into foreign exchange forward contracts and opuons to hedge transactions denommaled in forelgn
currencies. These transactions are primarily purchase commitments or forecasted purchases of equipment, raw
materials and finished goods. We also may hedge. payment of forecasted intercompany transactions with our
subsidiaries outside the United States. These contracts reduce currency risk from exchange rate movements. We

" generally hedge foreign currency price risks for periods from 3 to 24 months.

Foreign exchange forward contracts and options are effective as hedges of identifiable, foreign currency
commitments. We designate our foreign exchange forward contracts as cash flow hedging deriyatives. The fair
value of these contracts is classified as either an asset or liability on the Consolidated Balance Sheets We record
gains and losses on these contracts as a component of other comprehenswe income and reclassify them mto
earnings in the same period during which the hedged transacnon affects earmngs

A summary of foreign exchange forward contracts and optlons and the correspondmg amounts at contracted
forward rates is as follows:

December 31, 2006 .. .. 2005

Contract Primary Contract Primary
Amount Currencies Amount Currencies

In millions of dollars

Foreign exchange forward contracts and options to : . Australian dollars Australian dollars
purchase foreign currencies ...................... $29.0 Canadian dollars  $51.1 British sterling
Euros . , Euros

We define the fair value of foreign exchange forward contracts and options as the amount of the difference
between the contracted and current market foreign currency exchange rates at the end of the period. We estimate
the fair value of foreign exchange forward contracts and options on a quarterly basis by obtaining market quotes
for future contracts with similar terms, adjusted where necessary for maturity differences.
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to Stockholders

A sumnmary of the fair value and market risk associated w1th foreign exchange forward contracts and optlons

is as follows: = . & -

December 31, : 2006 2005
In millions of dollars ;

Fair value of fore1gn exchange forward contracts and options—asset . ............ ... . 815 $.4

Potential net loss in fair value of forelgn exchange forward contracts and options of ten percent ’
resulting from a hypotheucal near-term adverse change in marketrates ..................... $.2 3.1

Our risk related to foreign exchange forward contracts and options is limited to the cost of replacing the
contracts at prevail}_ng market rates.

Commodltles—Prlce Risk Management and Futures Contracts

Our most srgmﬁcanl raw material requlrements include cocoa, sugar, milk, peanuts and almonds. The cost
of cocoa beans and!prices for related futures contracts historically have been subject to wide fluctuations
attributable to a var;rety of factors. These factors include:

+ the effect pf weather on crop yield;

* imbalances between supply and demand;

«  currency exchange rates;

* political unrest in produE:ing countries; and

« specuiative influences.

| :
During 2006, cocoa prices traded in a relatively wide range between 67¢ and 75¢ per pound, based on the
New York Board-of Trade futures contract. Our costs will not necessarily reflect market price fluctuations
because of cur forward purchasing practices, premrums and discounts that reflect varying delivery times, and
supply and demand for specific varieties and grades of cocoa beans .

We attempt to'minimize the effect of future price fluctuations related to the purchase of our raw materials by
using forward purchasmg to cover future manufacturing requirements generally for 3 to 24 months. We use
futures contracts in combmauon with forward purchasing of cocoa and other commodities primarily to provide
favorable pricing opportunities and flexibility in sourcing our raw material and energy requirements. We use fuel
oil futures contracts to minimize price fluctuations associated with our transportation costs. Our commedity
procurement practices are intended to reduce the risk of future price increases and provide visibility to future
costs, but also may potentially limit our ability to benefit from possible price decreases.

We account for commodities futures contracts in accordance with SFAS No. 133, as amended. We make or
receive cash transfers to or from commodity futures brokers on a daily basis reflecting changes in the value of
futures contracts on the New York Board of Trade or various other exchanges. These changes in value represent
unrealized gains and losses. We report these cash transfers as a component of other comprehensive income. The
cash transfers offselr higher or lower cash requirements for the payment of future invoice prices of raw materials,
energy requirements and transportation costs. Futures held in excess of the amount required to fix the price of
unpriced physical forward contracts are effective as hedges of anticipated purchases.

Sensitivity Ana]ysi;s

The following sensitivity analysis reflects our market risk to a hypothetical adverse market price movement
of ten percent, based on'our net commodity positions at four dates spaced equally throughout the year. Our net
commodity positions consist of the amount of futures contracts we hold over or under the amount of futures -
contracts we need to price unpriced physical forward contracts for the same commodities. Inventories, priced
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forward contracts and estimated anticipated purchases not yet under contract were not included in the sensitivity
analysis calculations. We define a loss, for purposes of determining market risk, as the potential decrease in fair
value or the opportunity cost resultmg from the hypotheucal adverse price movement. The fair values of net
commaedity positions reflect quoted market prices or estimated future prices, mcludmg estimated carrymg costs
corresponding with the future dehvery penod

For the years ended December 31, C . - 2006 - o005 0 7 ’
' ' ' * ' Market Risk - Market Risk '
Fair (Hypothetical Fair (Hypothetical
o » ] Value 10% Change) Value 10% Change)
In millions of dollars . ) . . v ) ’ ,[
Highest long position ......................... e $ 1384 $13.8 . $ 163, '$ 16
Lowestlong position ................... e {147.0) ) 14.7 (204.5) 2(_).5
Averageposition(long) ............ .. ... i i T (37.3) 3.7 (126.3) 12.6

. S . . . T i te .u"-'_ ' " B 1o 4
The increase in fair values from 2005 to 2006 primarily reflected an increase in net commodity positions.
The negative positions primarily resulted as unpriced physical forward contract futures requireménts exceeded ‘
the amount of commodities futures that we held at certam pomts in time dunng the years, o - ’T
4 Lo 1) 4 . . . T [

Sensitivity analysis disclosures represent forward-looking statements which are subject to ‘certain risks and
“uncertainties that could cause our actual results to differ materially from those _presently anumpated or proleclcd.
Factors that could affect the sénsitivity analysis disclosures include: ' I

n
+- -significant increases or decreases in market prices reflecting ﬂucmauons allnbulab]e to the effect of

weather on crop yield;
+ imbalances between supply and demand;
¢ ' currency exchange rates; - - - o C
* political unrest in producing countries; . L - L . [
« speculative influences; and

+ _changes in our hedging strategies. R

USE OF ESTIMATES AND OTHER CRITICAI. A(fCO_UNTING POLICIES

Our consolidated financial statements are prepared in accordance with GAAP. In various instances, GAAP
requires managément t6 make estimates, judgments and assumptions that affect the amounts reported in the
consolidated financial statements and accompanying notes. We believe that 6ur most ¢ritical accolmting policies
and estimates relate to the following:
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*« Accounts Receivable—Trade

«  Accrued Liabilities | ' .
* Pension and Other Post-Retirement Benefit Plans _ }
*  Goodwill and Other Intangible Assets

* Commodities Futures Contracts |, . g

Management has discussed the development, selection and disclosure of critical accounting policies and
estimates with the Audit Committee of our Board of Directors. While we base estimates and assumptions on our
knowledge of current events and actions we may undertake in the future, actual results may ull:mately differ
from these estimates and assumptions. For a discussion of our significant accounting pollc1es refer to Note 1 of
the Notes to Consolidated Financial Statements, B . "
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Accounts Receivhble—-Trade

In the normal course of business, we extend credit to customers that sausfy pre-defined credit criteria. Our
primary concentratlon ‘of credit risk is associated with McLane ‘Company, Inc., one of the largest wholesale
distributors in the lUmled States to convenience stores, drug stores, wholesale clubs and mass mcrchandlsers
McLane Company, Inc. accounted for approximatety 22.9% of our total accounts receivable as of December 31,
2006. As of December 31, 2006, no other customer accounted for more than 10% of our total accounts receivable.
We believe we ha‘i'e little concentration of credit risk associated with the remainder of our customer base.

Accounts Recewable——Trade as shown on the Consolidated Balance Sheets, were net of allowances and
anticipated d:scoums An allowance for doubtful accounts is determined through analysis of the following:

. Agmg of accountq recelvable -at the date of the financial statements;
. Assessmcnts of collecnb]llty based on historical trends; and

. Eva]uauon of the impact of current and projected economic conditions.

~We monijlorzthc collectibility of our accounts receivable on an ongoing basis by analyzing aged accounts
receivable, assessing the credit worthiness of our customers and evaluating the impact of reasonably likely
changes in economic conditions that may impact credit risks. Estimates with regard to the collectibility of
accounts receiyal?le are reasonably likely to change in the future.

+

Information'on our Accounts Receivable—Trade, related expenses and assumptions is as follows:

i
For the three-year period 2004-2006
In millions of dollars, except percents ‘ ‘
Average expense for potential uncollectible accounts . .............covuiiiiii, 58
Average write-offs of uncollectible accounts . ........... ...l e ' $2.4
Allowance for doubtful accounts as a percentage of gross accounts receivable ..... R 1% - 3%

+ We I‘CC(:)gniZE the provision for uncollectible accounts as selling, marketing and administrative expense
in the Consolidated Statements of Income. ‘ . \

| . . . . .
*  If we made reasonably possible near-term changes in the most material assumptions regarding
collectibility of accounts receivable, our annual provision could change within the following range:

+ A réduction in expense of approximately $3.8 million; and
«  Anincrease in expense of approximately $3.0 million.

I
. Changes in estimates.for future uncollectible accounts reccwablc would not have a material 1mpact on
our hqutdlty or capital resources.

Accrued Liabili'ties
Accrued liabilities requiring the most difficult or subjective judgments include liabilities assocnaled with
marketing prornouon programs and potentially unsaleabie products.

Liabilities fassoc‘iated with marketing promotion programs
,.
We recogni’_ze the costs of marketing promotion programs as a reduction to net sales along with a
corresponding accrued liability based on estimates at the time of revenue recognition,
i 1
Information on our promotional costs dnhd assumptions is as follows: -
L

For the yearsI ended December 31, ' 2006 2005 2004 |

In millions of dellars ‘ . ]
PPOMOUONG} COSES - - . - -« oottt atenetaeen e anaeenene $6258 $583.5  $555.9

z
;_ 36




1

We determine the amount of the accrued liability by
. Analy51s of programs offered;

»  Historical trends;

. Expectatlons regarding custemer and consumer pamc1pat10n

¥

+ - Sales ancl payment trends; and - :

‘. Expenence with payrnem patterns associated wnth 51mllar previously offered programs

The esumated costs of these programs are reasonably likely to change in the future due to changes in
trends with regard to customer and consumer participation, particularly for new programs and for
programs related to the introduction of new products.

Reasonably possibte near-term changes in the most material assumptions regarding the cost of
promouonal programs could result in changes within the following range:

* A reduction in costs of approx1mately $17.0 mll]lon
. An increase in costs of approxrmately $4.0 million '
Changes in these assumptions would affect net sales and income before income taxes.

Over the three-year period ended December 31, 2006, actual promouon costs have not deviated from the
estimated amounts by more than 6%. :

Changes in estimates related to the cost of promotional programs would not have a material impact on
our liquidity or capital resources. o . : .

" Liabilities associated with potentially unsaleable products C ’

At the time of sale, we estimate a cost for the possibility that products will become aged or unsaleable in
the future The estimated cost is included asa reductlon to net sales

A related accrued liability is determined usmg statistical analysns that mcorporates hlstoncal sales

trends, seasonal timing and sales patterns, and product movement at retail,

Estimates for costs associated with unsaleable products may change as a result of inventory levels in the

. dlstnbunon channel, current economic trends, changes in consumer demand, the introduction of new

products and changes in trends of seasonal sales in response 0 promotional programs.

Over the three-year period ended December 31, 2006, costs associated with aged or unsaleable products -
have amounted to approximately 2% of gross sales.

Reasonably possible near-term changes in the most material assumptions regarding the estimates of such
costs would have increased or decreased net sales and i mcome before income taxes in a range from $.5
million to $1.0 million.

Over the three-year period ended December 31, 2006, actual costs have not deviated from our estimates
by more than 1%.

Reasonably possible near-term changes in the estimates of costs associated with unsaleable products
would not have a material impact on our liquidity or capital resources.

Overview

Pension and Other Post-Retirement Benefit Plans

We sponsor a number of defined benefit pension plans. The primary plans are The Hershey Company
Retirement Plan and The Hershey Company Retirement Plan for Hourly Employees. These are cash balance
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plans that provide pension benefits for most domestic employees. We monitor legislative and regulatory
developments regarding cash balance plans, as well as recent court cases, for any impact on our plans. We also
sponsor two primary post-retirement benefit plans. The health care plan is contributory, with participants’
contributions adjusted annually, and the life insurance plan is non-contributory.

F ‘ .

We fund domestu. pension liabilities in accordance thh the limits 1mposed by the Employee Retirement
Income Secunty,Act of 1974 and Federal income tax laws. For years beginning after 2007, we will need to
comply with the funding requirements of the Pension Protection Act of 2006. We fund non-domestic pension
liabilities in accordance with laws and regulations applicable to those plans. We broadly diversify our pension
plan assets, conslisting primarily of domestic and international common stocks and fixed income securities. Short-
term and long-tellfm liabilities associated with benefit plans are primarily-determined based on actuarial
calculations. Thése calculations consider payroll and employee data, including age and years of service, along
with actuarial as§umptions at the date of the financial statements. We take into consideration long-term
projections with Ire:gard to economic conditions, including interest rates, return on assets and the rate of increase
in compensaﬂon’levels With regard to liabilities associated with post-retirement benefit plans that provide health
care and life msnfl_rance, we take into consideration the long-term annua) rate of increase in the per capita cost of
the covered benefits. In compliance with the provisions of Statement of Financial Accounting Standards No. 87,
Employers’ Accéunn’ng for Pensions, and Statement of Financial Accounting Standards No. 106, Employers’
Accounting for Postreriremem Benefits Other Than Pensions, we review the discount rate assumptions and may
revise them annually The expected long-term rate of return on assets assumption (“asset return assumption”) for
funded plans is by its natore of a lenger duration and revised only when long-term asset return projections

demonstrate thatl need.

In Septemb:er 2006, the FASB issued Statement of Financial Accounting Standards No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106,fand 132 (R) (“SFAS No. 158”). SFAS No. 158 requires an employer that is a business entity and
Sponsors one or fnorc single-employer defined benefit plans to:

. Recogmze the funded status of a benefit plan—measured as the difference between plan assets at fair
value and the benefit ubllgatxon—m its statement of financial position. For a pension plan the benefit
obhgatlon is the projected benefit obligation; for any other post-retirement benefit plan, such as a retiree
health ¢are plan, the benefit obligation is the accumulated post-retirement benefit obligation.

. Recogmze asa component of other comprehensive income, net of tax, the gains or losses and pnor
service costs or credit:, that arlse dunng the penod but are not recognized as components of net periodic
benefit cost

. Measure defined benefit plan assets and obligations as of the date of the employer s fiscal year-end
statemenl of financial position.

. Dlsclosle in'the notes to financial statements additional information about certain effects on net periodic .
benefit, ‘cost for thé next fiscal year that arise from delayed recognition of the gains or losscs pnor
servme costs or credits, and transition asset or obligation.

* | ]
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‘We adopted the recognition and related dlqclosure provisions of SFAS No. 158 as of December 31, 2006 j
The lmpact of the adoption of SFAS No. 158 was as follows: } : a .

b
braos

Incremental Effect of Applying SFAS No. 158
on Individual Line ltems in the Consolidated Balance Sheet
as of December 31, 2006
{in thousands of dollars)

! - .. Before Application of Adjustments - After Application of

SFAS No. 158 Increase (Decrease) SFAS No. 158 ,

Prepaid expenses and other current . . <

ASSELS ottt e . $ 100,224 . % (12,406) $ 87818 -
Other assets ... .. S e © 590,124 - (1439400 446,184 '
Totalassets . . ............. e 4,313.911 (156,346) - 4,157,565
Accrued liabilities .. ...... . _ 450,982 3,041 454,023
Other long-term liabilities . .......... . 398,703 87,770 486,473
Deferred income taxes . .- . ..... e 395,188- (109,185) , 286,003
Total liabilities . ............ e J 3,492,516 (18,374) 3,474,142
Accumulated other comprehenswe ' o

loss ....,.. L P . Q217 (137,972} (138,189)
Total stoc.kholders’ equity ........... 821,395, (137972 . 683,423

Pension Plans

Our pension plan costs and related assumptions were as follows:
- . t -t P N

For the years ended December 31, ' - . 2006 2005 2004

In millions of dollars '

Net periodic pension beneﬁt 0 £ $253 $299 $344
Assumptions: ' ' ' '

Average discount rate assumptions—net periodic benefit cost calculation . ..... ... oo 54% 57% 6.0%
Average discount rate assumptions—benefit obligation calculation ... ......... . ..... 57% 54% 5.7%
Asset return assumptions ......... . e e 85% 8.5% 8.5%

Net Periodic Pension Benefit Costs

We expect net periodic pension benefit income in 2007 primarily due to the better than expected assel return
in 2006, the modifications announced in October 2006 which will reduce future benefits under The Hershey
Company Retirement Plan, The Hershey Company Retirement Plan for Hourly Employees and the Supplemental

. Executive Retirement Plan, and the impact of a higher discount rate assumption as of December 31, 2006, The
recognized net actuarial losses will be lower in 2007 primarily due to the better than expected asset return in
2006. Actuarial gains and losses may arise when actual experience differs from assumed expcrlence or when we
revise the actuarial assumptions used to value the plans’ obligations. '

&5
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We only amortize the unrecognized net actuarial gains/losses in excess of 10% of a respective plan’s
projected benefit.obligation, or the fair market value of assets, if greater. The estimated recognized net actuarial
loss component of net periodic pension benefit costs for 2007 is $2.4 million. This amount was based on the
December 31, 2006 unrecognized net actuarial loss of $175.1 million and an amortization period of primarily
between thirteen and fifteen years. We present the unrecognized net actuarial loss in Note 12, Pension and Other
Post-Retirement Benefit Plans. The thirteen to fifteen year amortization period equals the average remaining
service period of active employees expected 1o receive benefits under the plans (“average remaining service
period”). Changes to the assumed rates of participant termination, disability and retirement would affect the
average remaining service period. An increase in these rates would decrease the average remaining service period
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and a decrease in these rates would have the opposite effect. However, we anticipate no changes to the assumed
rates at this time!The 2006 recognized net actuarial loss component of net periodic pension benefit costs-was
$12.1 million: Prfojections beyond 2007 are dependent on a variety of factors such as changes to the discount rate
and the actual reEurn on’pension plan assets.

|
Average Dz scount Rate Assumption—Net Perrodrc Benef t Costs -

I
The discount rate represents the estimated rate at which we could effectively settle our pension beneﬁl

obligations. In O{der to estimate this rate for 2006, a single effective rate of discount was determined by our
actuaries after discounting the pension obligation’s cash flows using the spot rate of matching duration from the .
Citigroup Pension Discount Curve. In 2005 and 2004, we considered the yields of high quality securities in
determining the : avcrage discount rate assumptions. High quality securities are generally considered to be those
receiving a ratmg no lower than the second highest given by a recognized rating agency. The duration of such
securities is reaspnably comparable to the duration of our pension plan liabilities. : : :
J ‘ ' ' ' ‘
The use ofcft different discount rate assumption can significantly affect net periodic benefit cost:

¢ A oﬁe-;;ercentage poinf decrease in the discount rate aséumption would have increased 2006 net
periodic pension benefit cost by $14.2 million.

| o . . . '
+ A one-percentage point increase in the discount rate assumption would have decreased 2006 net
periodi&if pension benefit cost by $12.1 million,

!
Average D:sc?unt Rate Assumpnon—Beneﬁr Obhgauons

The d;scount rate assumption to be used in calculating the amount of benefit obligations is deterrmned in the
same manner aslthe average discount rate assumption used to calculate net periodic benefit cost as described
above. We increased our 2006 discount rate assumption due to the increasing interest rate environment.

. l . . . s \ . .
The use of a different discount rate assumption can significantly affect the amount of benefit obligations:

+ A one—i)erccmagc point decrease in the discount rate assumption would have increased the
Deccmper 31, 2006 pension benefits obligations by $136.7 million..

* A one—'percemage point increase in the discount rate assumption would have decreased the
December 31, 2006 pension benefits obligations by $114.9 million.

| o
Asset Return Assumptions

We based the expected return on plan assets component of net periodic pension benefit costs on the fair
market value of pension plan assets. To determine the expected return on plan assets, we consider the current and
expected asset allocations, as well as historical and expected returns on the categories of plan assets. The
historical geometric.average return over the 19 years prior to December 31, 2006 was approximately 9.9%. The -
actual return on'assets was as follows:

For the years ended December 31, , 2006 2005 2004
m
Actual TelUrn OMESSELS .. ..ot e 157% 7.8% 10.7%
The use oﬁa different asset return assumption can significantly affect net periodic benefit cost: N

= A one—pcrcentage point decrease in the asset return assumpuon would have increased 2006 net periodic

pemlon benefit cost by $12.3 million. .

l : ’
= A one-percentage point increase in the asset return assumption would have decreased 2006 net periodic

pension benefit cost by $12.3 million.

| R
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Cur asset investment policies specify ranges of asset allocation percentages for each asset class. The ranges -

for the domestic pension plans were as follows:

Asset Class - - : i C Allocation Range
Equity Securities . . ... oo ot U . 50% - 85%
Debt securities” . . ... i e . 15% — 50%
Cash and certain other investments ............ [P e 0% - 5%

As of December 31, 2006, actual altocations were within the specified ranges. We expect the level of
volatility in pension plan asset returns to be in line with the overall volatility of the markets and weightings

.

within the asset classes. . ) '

For 2006 and 2005, minimum funding requirements for the plans were not material. However, we made
contributions of $23.6 million in 2006 and $277.5 million in 2005 to improve the funded status. These -
contributions were fully tax deductible. A one-percentage point change ifi the funding discount rate or asset
return assumptions would not have changed the 2006 minimum funding requirements for the domestic plans. For
2007, there wilt be no minimum funding requirements for the domestic plans and minimum fundmg requ1rements
for the non-domestic plans will not be material.

Post-Retirement Benefit Plans

.

Other post-retirement benefit plan costs and related assumptions were as follows:

For the years ended December 31, 2006 2005 2004

In millions of dollars

Net periodic other post-retirement benefitcost ............... $28.7 $246 $243
Assumptions: . .
Average discount rate assumption . ........... ..., 54% 57% 6.0%

The use of a different discount rate assumption can significantly affect net periodic other post-retirement -
benefit cost:

* A one-percentage point decrease in the discount rate assumption would have mcreased 2006 net
periodic other post-retirement benefit cost by $1.9 million.

* A one-percentage point increase in the discount rate assumption would have dccrcased 2006 net
periodic other post-retirement benefit cost by $1.6 miliion. -

Other post-retirement benefit obligation assumptions were as follows:

December 31, : ' : © 2006 2005
In millions of dollars ' o
Other post-retirement benefit obligation .................................. $345.1  $355.9
Assumptions: ' ‘ " '

Benefit obligations discount rate assumption . ..............cciieeeiei oo 8T% 5.4%

+ A one-percentage point decrease in the discount rate assumption would have increased the
December 31, 2006 other post-retirement benefits obligations by $37.9 million.

= A one-percentage point increase in the discount rate assumptibﬁ would have decreased the
December 31, 2006 other post-retirement benefits obliga_l'ior_!s_ by $31.6 million.
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Goodwill and Ol,ther Intangible Assets

We account for goodwill and other intangible assets in accordance with Statement of Financial Accounting
Standards No. 142, Goodwill and Other Intangible Assets. This standard classifies intangible assets into three
categories: (1) intangible assets with definite lives subject to amortization; (2) intangible assets with indefinite
lives not subject to amortization; and (3) goodwill. For intangible assets with definite lives, the standard requires
impairment testing if conditions exist that-indicate the carrying value may not be recoverable. For intangible
assets with mdefmlte lives and for goodwill, the standard requires impairment testing at least annually or more
frequently if events or circumstances indicate that these assets might be impaired.

We use 2 two-step process to evaluate goodwill for impairment. In the first step, we compare the fair value
of each reporting unit with the carrying amount of the reporting unit, including goodwill. We estimate the fair
value of the repomng unit based on discounted future cash flows. If the estimated fair value of the reporting unit
is less than the carr) ing amount of the reporting unit, we complete a second step to determine the amount of the
goodwill impairment that we should record. In the second step, we determine an implied fair value of the
reporting unit’s ‘goodwill by allocating the reporting unit’s fair value to all of its assets and liabilities other than
goodwill (including any unrecognized intangible assets). We compare the resulting implied fair value of the
goodwill to the carrying amount and record an impairment charge for the difference.

The assumptions we used to estimate fair value are based on the past performance of each reporting unit and
reflect the projecuons and assumptions that we use in current operating plans. We also consider assumptions that
market pan|c1pams may use. Such assumptions are subject to change due to changing economlc and competitive
conditions.

Our other intangible assets consist primarily of customer-related intangible assets. patents and trademarks
obtained through business acquisitions, We amortize customer-related intangible assets and patents over their
estimated useful lives. The useful lives of trademarks were determined to be indefinite and, therefore, we do not
amortize them. We evaluate our trademarks for impairment by comparing the carrying amount of the assets to
their estimated fair value. If the estimated fair value is less than the carrying amount, we record an impairment
charge to reduce the asset to its estimated fair value. The estlmdted fair value is generally determined based on
discounted future cash flows. '~

We completed our annual impairment tests and determined that none of our goodwill or other intangible
assets was 1mpa1recl as of December 31, 2006, 2005 and 2004.

Commodities Futures Contracts

We use fultures contracts in combination with forward purchasing of cocoa and other commodities primarily
to reduce the risk of future price increases, provide visibility to future costs and take advantage of market
fluctuations. Accounting for commodities futures contracts is in accordance with SFAS No, 133, as amended.
Additional information with regard to accounting policies associated with commeodities futures contracts and
other derivative instruments is contained in Note 5, Derivative Instruments and Hedging Activities.

Our gains (losses) on cash flow hedging derivalives were as follows:

For the years ended December 31, ’ " 2006 2005 2004
In millions ol‘ dollars ' ]
Net afler-tax gains (losses) on cash flow hedgmg derivatives ............ $114  3(6.5) $16.3
Reclassnﬁcanon adjustments from accumulated other comprehensive loss

O ANCOME & ot (5.3) 1841 26.1
Hedge ineffectiveness gains (losses) ree'ognized in cost of sales, before

BAX .+ et e e e 20 (2.0 4
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*  We reflected reclassification adjustments related to gains or losses on commodities futures contracts in
cost of sales.

* No gains or losses on commodities futures contracts resulted because we dlscommued a hedge due to
the probability that the forecasted hedged transaction would not occur.

s We recogmzed no components of gains or losses on commodities futures contracts in income due to
excluding such components from the hedge effectiveness assessment.

The amount of net losses on cash flow hedging derivatives, including foreign exchange forward contracts
and options, and commodities futures contracts, expected to be reclassified into earnings in the next twelve
months was approximately $4.6 million after tax as of December 31, 2006, This amoum is primarily associated
with commodities futures contracts.

RETURN MEASURES

We believe that two important measures of profitability are operating return on average stockholders’ equity
and operating return on average invested capital. These operating return measures calculated in accordance with
GAAP are presented on the SIX-YEAR CONSOLIDATED FINANCIAL SUMMARY on page |5 with the
directly comparable Non-GAAP operating return measures. The Non-GA AP operating return measures are
calculated using Non-GAAP Income excluding items affecting comparability. A reconciliation of Net Income
presented in accordance with GAAP to Non-GAAP Income excluding items affecting comparability is ;Srovided
on pages 17 and 18, along with the reasons why we believe that the use of Non-GAAP Income in these

calculations provides useful information to investors.

- Operating Return on Average Stockholders’ Equity

Operating return on average stockholders' equity is calculated by dividing net income by the average of
beginning and ending stockholders’ equity. To calculate Non-GA AP operating return on average stockholders’
equity, we define Non-GAAP Income as net income adjusted to exclude certain items. These items include the
following:

*  Amortization of indefinite-lived intangibles for all years

»  After-tax effect of the business realignment initiatives in 2006, 2003, 2003, 2002 and 2001

. Adjustment to income tax contingency reserves which reduced the provns:on for income taxes in 2004

»  After-tax gain on the sale of a group of our gum brands in 2003

»  After-tax effect of incremental expenses to explore the possible sale of our Company in 2002

» After-tax gain on the sale of the Luden’s throat drops business in 2001

Our operating return on average stockholders’ equity, GAAP basis, was 65.8% in 2006. Our Non-GAAP
operating return on average stockholders’ equity was 66.7% in 2006. The increase in operating return on average
stockholders’ equity in 2006 was principally due to a reduction in equity resulting from share repurchases and the

adoption of SFAS No. 158. Over the last six years, our Non-GAAP operating return on stockholders’ equlty has
ranged from 32.1% in 2001 to 66.7% in 2006.

Operating Return on Average Invested Capital

Operating return on average invested capital is calculated by dividing earnings by average invested capital.
Average invested capltal consists of the annual average of the beginning and ending balances of long-term debt, '
deferred income taxes and stockholders’ equity.
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For the calculanon of operating return on average invested capital, GAAP basus earnings is defined as net
income less the after tax effect of interest on long-lerm debt. For the calculation of the Non- GAAP operating
return measure, we define earnings as net income adjusted to exclude the following:

. Amomgauon of indefinite-lived intangibles for all years

*  After-tax effect of the business realignment initiatives in 2006, 2005, 2003, 2002 and 2001

. Adjustrpent to income tax contingency reserves on the provision for income taxes in 2004

. After—tzlyx gain on the sale of a group of our gum brands in 2003

. After-tz;x effect of incremental expenses to exp!oré the possible sale of our Company in 2002

. After—télx gain on the sale of the Luden’s throat drops business in 2001

. Aftgr—t?x effect of interest on long-term debt

Our ope_ratilhg return on average invested capital, GAAP basis, was 26.4% in 2006. Our Non-GAAP

operating return on average invested capital was 26.8% in 2006. Over the last six years, our Non-GAAP
operating return on average invested capital has ranged from 18.1% in 2001 to 26.8% in 2006 and 2005.

-
OUTLOOK |

The outloo;lg section contains a number of forward-looking statements, all of which are based on current
expectations. Actual results may differ materially. Refer to Risk Factors on page 8 for information concerning the
key risks to achieving our future performance goals.

During the three years ended December 31, 2006, we have improved operating results as we implemented
our business strategies. Over the long-term, our strategies seek to achieve the following goals, excluding items

affecting compq!lrabil‘ity:

*+  Net saiés gi’owih of 3% — 4% per year;

. Annuali growth in EBIT of 7% — 9%;

. Impro»:;ement in EBIT margin of 70 — 90 bdsis points per year; and

» EPS gl:"owth of 9% — 11% per year.

Our focus jn 2007 includes enhancing the relevance of our products, extending our reach and enabling our
growth. Key pr'}orities include the following:

. Accel?_raling core brand growth;

» Investing in innovative new product platforms;
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. Disciplined global expansion; and

'l
*  Providing affordability by expanding gross margin.
I .
We expect"- sales growth in 2007 to be within our long-term goal of 3% to 4%. Our top priority is restoring
and accelerating core brand growth, with renewed emphasis on our iconic brands, particularly Kisses, Hershey's
and Reese’s. Investment in these brands will double in 2007 with enhanced advertising, increased consumer

| ; -
support and polwerful in-store merchandising.

Empha‘;is'durin;, 2007 will also be focused on on-trend growth platforms that leverage our iconic brands,
our confectlonery and nut expertise and our marketplace scale. The primary growth platforms that we will focus

on in 2007 are

I .
* Dark and premium chocolate;




+  Refreshment products;

»  Health and wellness products; and

«  Substantial snacks.

Growth in the dark and premium chocolate platform will be driven by the Cacao Reserve by Hershey’s
product line introduced in 2006, sales growth for Hershey’s Extra Dark and Special Dark products, and
expansion of sales of Scharffen Berger and Joseph Schmidt dark and premium chocolates. ‘

Increases in sales of refreshment products are expected from Ice Breakers gum and mint items, driven by
the introduction of new gum and mint sours products. York chocolate-covered chewy mmts introduced in late
2006 will also contribute to sales increases in 2007,

Increased sales for our health and weliness product platform will be generated by sixty calorie and one
hundred calorie portion control products that leverage our scale brands, along with incremental sales of the
Dagoba organic chocolates business acquired in late 2006. Growth will also be contributed from the introduction
of Ice Breakers mint and gum products that contain Vitamin C, ginseng and antioxidants.

Growth in the substantial snack platform is anticipated from sales of new layered sandwich cookies, single-
serve soft cookies and brownies primarily under the Hershey's and Reese’s brand names. Sales increases are also
expected from our Real[y Nuts product line in 2007,

Over time, we will focus on disciplined global expansion in selected high potential markets witha
regionally relevant product portfolio. Geographically, we expect future net sales growth to be concentrated
primarily in emerging markets in Asia; particularly India and China, Mexico and selected markets in South .
America. We intend to focus on growth from our large-scale brands, expand our sales to global customers and
develop region-specific business systems and alliances.

We expect a return to gross margin expansion in 2007, excluding items affecting comparability. We expect
higher input costs in 2007, compared with 2006, although to a lesser extent than the cost increases in 2006
compared with 2005. The amount of these cost increases will be subject to changes in market conditions for costs
that we have not fully hedged. We utilize forward purchasing and commodity futures contracts and maintain a
commodity procurement function to assess market fundamentals and develop procurement strategies. We expect
to offset these cost increases through a combination of the following:

« Improved sales mix from higher margin single serve products and new product platforms;
*  Reduced costs for product obsolescence; ' '

. Effeciive procurement strategies;

+ Continued improvements in supply chain preductivity; and

« Cost control initiatives.

EBIT is expected to grow 3% to 4% in 2007, excluding items affecting comparability. Net sales growth and
gross margin expansion will be substantially offset by increased investment in trade and consumer promotional

_programs and advertising, along with investment in our international businesses.

EBIT margin is expected t.o be flat in 2007, excluding items affecting comparability. EBIT margin is
affected by the following factors: '

+  Selling prices;
«  Promotional allowances;

» Raw material and other input costs;
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*  Supply ic_:ha,in efficiencies;
* The mix of products sold in any period,
« Investment in advertising and consumer marketing programs; and

*  Selling and administrative expenses.

Improven!rlegt in’gross margin resulting from a more profitable sales mix and continued enhancement of
supply chain productivity is expected to be offset by increased brand investment and the impact of our expanded
international opcrauons Selling, marketing and administrative expenses will increase as a percentage of sales
during 2007. This is expected to result from increased advertising and consumer marketing expenses, and
improvements in retail coverage and technology, along with the restoration of certain administrative expenses
that were unusually low during 2006 because of our business realignment initiatives and lower than expected
performance. .

Net income and EPS in 2006 wete unfavorably 1mpacted by the 2005 business reahgnment initiatives.
Excluding the'i lmpac[ of business realignment initiatives, net income is expected to increase 3% to 4% and EPS is
expected to mcrease within a range of 7% to 9% for the full year 2007, reflecting the impact of lower weighted
average shares outstandmg resu]tmg from share repurchases.

We expect strong cash flows from operating activities in 2007, Net cash provided from operating activities
is expected to exceed cash requirements for capital additions, capitalized software additions and anticipated
dividend payments We will continue to monitor the funded status of pension plans based on market performance
and make future contributions as appropriate. The plans were sufficiently funded at the end of 2006, We do not ‘
anticipate 51gn1ﬁcam pension plan contributions in 2007. We will continue to repurchase shares of our Common
Stock during 200"_:’ under the $250 million share repurchase program approved in December 2006. '

SUBSEQUENT ’EVENTS

In January 2007 our Company and Lotte Confectionery Co., LTD., Korea’s leading confectionery and ice
cream manufacturer, announced a manufacturing joint venture in China that will produce Hershey and Lotte
products for the market in China. The manufacturing agreement is part of a strategic alliance that enables the
companies to exglore opportunities for marketing and distribution of products in Asia and the United States, The
manufacturing facility, located in Jinshan, near Shanghai, will make a variety of Hershey’s, Hershey’s Kisses and
Reese’s products Emd is expected to be in operation by June 2007, with products available in retail locations in
China by August 2007. As part of the agreement, we will provide Lotte with expertise and distribution
capabilities in thQ'Umted States and will help test and distribute Lotte’s Xylitol gum and a variety of other
refreshment products

+

In February 2007 our Board of Directors approved a comprehensive, three-year supply chain transformation
program. We expect to complete this program by December 31, 2009. When completed, this program will greatly
enhance our manufacturing, sourcing and customer service capabilities, and will generate significant resources to
invest in our growth initiatives. These initiatives include accelerated marketplace momentum within our core
U.S. business, creation of innovative new product platforms to meet consumer and customer needs, and
disciplined global expansion.

| .

Under the program which we will implement in stages over the next three years, we will:

. Slgmﬁcalntly increase manufacturing capacity utilization by reducing the number of production lines by

more than one-third,

I
»  Outsource production of low value-added items; and,

! . . N a1 - . .
+ Construct a flexible, cost-effective production facility in Monterrey, Meéxico to meet current and
emerging marketplace needs.
.

"
l.
|
|
t

¥

‘




The result of our transformation program will be a flexible, global supply chain capable of delivering our
iconic brands, in a wide range of affordable items and assortments, across retail channels in our priority markets.
We will source finished products from fewer facilities, each one a center of excellence specializing in our
proprietary product technologies. Increased access to borderless 50urcmg will.further leverage our manufacturing
scale w1th1n a lower overall cost structure,

We have developed a phased, three-year plan to ensure smooth implementation and to maintain product
quality and customer service. The program will result in a total net reduction of approximately 1,500 positions
across our supply chain over the next three years. When completed, manufacturing of approximately 80 percent
of our producuon volume will take place in the U.S. and Canada. "

We estimate that the program will incur pre-tax charges and non-recurring project implementation costs of
$525 million to $575 million over the next three years. This estimate includes $275 million to $300 million in
asset write-offs, $200 million to $225 million in employment-related costs, including the impact of curtailment
charges associated with our pension and other post-retirement benefit plans, and approximately $50 million in
project implementation costs. We will incur these charges primarily in 2007 and 2008, with approximately $300
million expected to be charged in 2007. We estimate the cash portion of the total charge to be $275 million to
$300 million.

This initiative also includes gross capital investments of $300 million to $310 million. Capital investments
over the implementation period are expected to be approximately $200 million more than previous expectations
of $190 million to $200 million per year, resulting in total capital expenditures of $250 million to $300 million in
2007 and $225 million to $250 million in 2008 and 2009. Following completion of this initiative, we expect
annual capital investments of approximately $140 million to $160 miilion.

As a result of the program, we estimate that our gross margin should improve significantly, with on-going
annual savings of approximately $170 million to $190 million generated by 2010. We will invest a portion of
these savings in our strategic growth initiatives, in such areas as core brand growth, new product innovation,
selling and go-to-market capabilities, and disciplined global expansion. The amount and timing of this
investment will be contingent upon market conditions and the pace of our innovation and global expansion,

NEW ACCOUNTING PRONOUNCEMENTS

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes,
an interpretation of FASB Statement No. 109 (“FIN No. 48”). FIN No. 48 clarifies the accounting for uncertainty °
in income taxes recognized in an enterprise’s financial statements in accordance with FASB Statement No. 109,
Accounting for Income Taxes. FIN No. 48 describes a recognition threshold and measurement attribute for the
financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return
and also provides guidance on derecognition, classification, interest and penalties, accounting in interim periods,
disclosure and transition. FIN No. 48 was effective for our Company as of January 1, 2007. We do not expect
any significant changes to the recognition and measurement of our tax positions or to our effective income tax
rate as a result of the adoption of this new accounting interpretation.

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value
Measurements (“SFAS No. 1577). SFAS No. 157 establishes a framework for measuring fair value in GAAP,
and expands disclosures about fair value measurements. SFAS No. 157 applies under other accounting
pronouncements that require or permit fair value measurements. SFAS No. 157 is effective for our Company
beginning January 1, 2008. We have not yet determined the impact of the adoption of this new accounting
standard.
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In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities (“SFAS No. 159”). SFAS No. 159 permits entities to
choose to measure many financial instruments and certain other items at fair value and establishes presentation
and disclosure r:equirements designed to facilitate comparisons between entities that choose different
measurement attributes lor similar types of assets and liabilities. SFAS No. 159 is effective for our Company
beginning January 1, 2008. We have not yet determined the impact, if any, from the adoption of SFAS No. 159.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The informétion required by this item with respect to market risk is set forth in the section entitled

“Accounting Policies and Market Risks Associated with Derivative Instruments,” found on pages 31 through 35.
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Responsibility for Financial Statements . ... ... .. e e
Report of [ndeﬁ'endem Registered Public Accouming'Firm on Consolidated Financial Statements .. . . ..
Consolidated Statements of Income folr the years ended Dece‘mber 31,2006,2005and 2004 . ..........
Consolidated Balance Sheets as of December 31,2006 and 2005 . . ...\ vttt e

Consolidated Statements of Cash Flows for the years ended December 31,2006, 2005 and 2004 ....... '

Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2006, 2005 and
2004 e s e

Notes to Consolidated Financial Statements . ............ ... . ....... ... ... e e
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E RESPONSIBILITY FOR FINANCIAL STATEMENTS :

The Hershey Company is responsible for the financial statements and other financial information contained
in this report. The Company believes that the financial statements have been prepared in conformity with U.S.
generally accepted accounting principles appropriate under the circumstances to reflect in all matenal respects
the substance of appllcable events and transactions. In preparing the financial statements, it is necessary that
management makKe informed estimates and judgments. The olher f' nancial information in this annual report is

consistent wuh the financial statements. - . ‘ N
|

I

- . - v | : s :
The Company maimains a qutem of internal accounting controls designed to provide reasonable assurance
that financial rec'ords are reliable for purposes of preparing fi nanc1al statements and that assets are properly )
accounted for and safeguarded. The concept of reasonable assurance is based on the recognition that the Cost of
the system must be related to the benefits to be derived. The Company believes its system provides an
appropriate balance in this regard. The Company maintains an Internal Audit Départment which reviews the
adequacy and tests the application of internal accounting controls.

.

+

4

The 2006, 2005 and 2004 financial statements have been audited by KPMG LLP, an independent registered
public accounting firm. KPMG LLP’s report on the Company’s financial statements is included on page S1.
i
The Audit Czommittee of the Board of Directors of the Company, consisting solely of independent,
non-management;fdirectors, meets regularly with the independent auditors, internal auditors and management to
discuss, among other things, the audit scopes and results. KPMG LLP and the internal auditors both have full and
free access to thelAudit Committee, with and without the presence of management.

(anss

;' Richard H. Lenny ’ David J. West
: C"hief Executive Officer Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockhdlders

The Hershey Company: L | ..

We have audited the accompanying consolidated balance sheets of The Hershey Company and subsidiaties
(the *Company"} as of December 31, 2006 and 2005, and the related consolidated statements of income, cash
flows and stockholders' equity for each of the years in the three-year period ended December 31, 2006. These
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits. .

" We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes -,
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our ’

opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of The Hershey Company and subsidiaries as of December 31, 2006 and 2003, and the
results of their operations and their cash flows for each of the years in the three-year penod ended December 31,
2006, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1, the Company adopted Statement of Financial Accounting Standards No. 158, ° ‘
Employers’ Accounting for Defined Benefit Pensions and Other Postretirement Plans at December 31, 2006.

We also have audited, in accordance with the standards of the Public Company Accountmg Over51ght Board
(United States), the effectiveness of the Company s internal control over financial reporting as of December 31,
2006, based on criteria established in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission {COSQ}, and our report dated February 22, 2007
expressed an unqualified opinion on management’s assessment of, and the effective operation of, internal control

over financial reporting.
KPMme P

New York, New York
February 22, 2007
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P THE HERSHEY COMPANY
CONSOLIDATED STATEMENTS OF INCOME

i
For the years ended December 31,

In thousands of dollars except per share amounts

Net Sal_es ............ e

Costs and Expenses:

. | . ) M
Cost of sales ...
Selling, marketing and administrative . ... ... ..

Business rea]lignmem and asset impairments, net

Total costs and expenses ...............

Income before Ix:lterest and Income Taxes .......
Interest expense, net .......... ... ... ...,

Income before l:;lcome TAXES .. .vvei i
Provision for income taxes .................

NetIncome ...0....... .. ... ... . .....

Net lncoxﬁe Per Sharé—-—Basic——Common Stock ..

Net Income Per $hare—Basic—Class B Cmﬁmon Stock .......

Net Income Per Share—Diluted . ... . ............

d

Cash Dividends Paid Per Share:

CommonStock ... ... .. ...

Class B Common Stock . ...................

.8400

The nofes to consolidated financial statements are an integral part of these statements,

'
1

52

2006 2005 2004
$4,944,230  $4,819,827  $4,416,389
f
3,076,718 2956682 2,672,716
860,378 912,986 867,104
14,576 96,537 —
3,951,672 3,966,205 3,539,820
992,558 853,622 876,569
116,056 87,985 66,533
876,502 765,637 810,036
317,441 277,090 235,399
$ 559,061 $ 488,547 $ 574,637
$ 244 $ 205 $ 231
$ 219 $ 185 $ 211
$ 234 § 197 § 224
$ 1030 $ 9300 $ 8350
925 7576




THE HERSHEY COMPANY
CONSOLIDATED BALANCE SHEETS -

December 31, 2006 2005
In thousands of dollars
ASSETS
Current Assets: : .
Cash and cash equivalents ................oveiiimniiiieannn.. e $ 97141 . $§ 67,183
Accounts receivable—trade ... ... e 522,673 507,119
INVENtOMES . . ottt e i e e 648,820 634,910
Deferted INCOME TAKES . oot v r et e e e e et et ettt ettt nnnens 61,360 73,203
Prepaid expensesand other . .. ... ... . L i 87,818 - 93988
Total CUITENT A55CT8 © oo vttt ittt vt e oo e e 1,417,812 1,376,403
Property, Plant and Equipment, Net .. ... .......... . ... ... ...... ... 1,651,300 1,659,138
GOOAWINE . . ..ot I 501,955 487,338
Other Intangibles .. ....... . ... . ... i e 140,314 142,626
ONEE ASSEES . o oo et et e e e e e 446,184 597.194
TOtAl ASSEIS & vt ittt ettt i $ 4,157,565 3 4,262,699

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities:

Accounts payable . ... ... $ 155517 $ 167812
Accrued Habilities .. ... .. . s 454,023 486,832
ACCTUE INCOME TAKES « o . ot vttt ettt et et ie et — 16,623
Short-lerm debt . ..ot e e e 655,233 819,059 :
Current portion of long-termdebt . ................ B 188,765 56 .
Total current liabilities ... ... . . i e - 1,453,538 1,490,382
Long-term Debt . . . .. R R 1,248,128 942,755
Other Long-term Liabilities ................... e 486,473 412,929
Deferred Income TaXes . ...... ...ttt ittt ianarannn 286,003 400,253 N
“Total liabilities . ................... ... fe e 3474142 3246319 [l
Commitments and Contingencies . ........... ... ... .o e — — » g
Stockholders’ Equity: _ g g
_ Preferred Stock, shares issued: none in 2006and 2005 .................... —_. . — x c
Common Stock, shares issued: 299,085,666 in 2006 and 299,083,266 in . 3' 2
2005 e e e 299,085 299,083 a X
Class B Common Stock, shares issued: 60,816,078 in 2006 and 60,818,478 in ‘3 %
2005 - 60,316 60,818 @ S
Additional paid-incapital .. ... 298,243 252,374
Uneamed ESOP COMPENSAON . ..\ttt i e et en e e nas — (3,193)
Retained earnings . ....... ottt e 3,965,415 3,641,483
Treasury—Common Stock shares, at cost: 129,638,183 in 2006 and ~ :
119,377,6901n 2005 .. ... .. s . (3,801,947)  (3,224,863) !
Accumulated other comprehensive loss . ....... ... .. ool (138,189) (9,322)
Total stockholders’ equity ........... e 683,423 1,016,380
Total liabilities and stockholders’ equity ......... .. .. oo i, $ 4,157,565 § 4,262,699

The notes to consolidated financial statements are an integral part of these balance sheets.
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:', - THE HERSHEY COMPANY
L

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31,
In thousands of do“ai'-;s

Cash Flows Provided from (Used by) Operating Activities
Netincome .|..... ... .. ..o
Adjustments to reconcile net income to net cash provided from
operations!
-Deprec1at10nfand AMOrHZAION .. ..o ottt irae et
Stock-based compensauon expense, net of tax of $14,524, $19,716

and $16, 399 TeSPeCtively ..ot e e .

Excess tax beneﬁts from exercise of stock options ................
Deferred i mcqme BAXES 4.\ttt it i e
Business realignment initiatives, net of tax of $4,070 and $44,975,
Tespectively ... . e e
Contributions to pension plans .. ..........o.oiivenririrenn.n.
Changes in assets and liabilities, net of effects from business
' acquisitﬁion;is and divestitures:
Accounts receivable—rade ........... ... .o
IVENTOTIES . ..ottt ettt aanaaneens
Accounts payable ........ ... i
Other asqets and liabilities ............... ...

Net Cash Pr0v1ded from Operating Activities .............. .. ..ccou..

Cash Flows Prov1ded from (Used by) Investing Activities
Capital addmons ...........................................
Capitalized software additions ......... . .. e
Business acqulsmons .......................................
Proceeds from divestitures ........... . . e

Net Cash {(Used by) Investing Activities ............................

Cash Flows Provided from (Used by) Financing Activities
Net change in short-term borrowings . . ... ...........ooiiivenn..
Long-terrﬁ BOITOWINES - . . e e e e
Repayment of long-termdebt . .................... e
Cashdividends paid ... ... ... ... .. ... ... i i
Exercise of stock Options .. ..........c.oiiiiii i
Excess tax be'neﬁts from exercise of stock options ................
Repurchase of Common Stock .. ....oiiii e

Net Cash (Used by) Financing ACHVIES - oo e,

Increase (decreasé) in Cash and Cash Eqmvalems ...................
Cash and Cash’ Eqmvalents asof Janvary 1 ........... B

‘Cash and Cash Equlva]ents as of Decernber 31 ................. S

The notes to consolidated financial statements are an integral part of these statements.
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2008

2004

$ 559,061 $ 488,547 $ 574,637

199,911 218,032 189,665
25,598 34,449 28,406
(9,275)  (20,186)  (9,696)
4,173 71,038 (74,570)
7,573 74,021 —
(23,570) (277.492) = (8,020)
(14,919) (130,663) 32,580
(12,461)  (60,062)  (47,395)
(13,173) 16,715  (11,266)
275 47363 113413
723,193 461,762 787,754
(183,496) (181.069) (181,728)
(15,016)  (13,236)  (14,158)
(17,000)  (47,074) (166.859)
— 2,713 =
(215,512) (238,666) (362,745)
(163,826) 475,582 331,245
496,728 248318 =~ —
(234) (278,236) (883)
(235,129) (221.235) (205,747
37,111 81,632 79,634
9,275 20,186 9,696
(621,648) (536,997) (698,910)
(477,723) (210,750) (484,965)
29,958 12,346 (59,956)
67,183 54,837 114,793

$ 97,141 $ 67,183 $ 54,837
$ 105,250 $ 88077 § 66,151
325451 206,704 289,607
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THE HERSHEY COMPANY
' NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Significant accounting policies employed by our Company are discussed below and in other notes to the

consolidated financial statements."
1

Items Affecting (éomparability

Securities and Exchange Commission Staff Accounting Bulletin No. 108, Considering the Effects of Prior
Misstatements When Quantifying Misstatements in Current Year Financial Statements (“SAB No. 108™),
required companies to change the accounting principle used for evaluating the effect of possible prior year
misstatements when quantifying misstatements in current year financial statements. As a result, we changed one
of the five criteria included in our revenue recognition policy below, to delay the recognition of revenue on goods
in-transit until they are received by our customers. We also made adjustments to correct certain liabilities, along
with a correspondmg adjustment to retained earnings. Adjustments were made to liabilities primarily associated
with business acqulsmons and divestitures occurring prior to 2002. As permitted by SAB No. 108, we adjusted
our financial statements for all prior periods to provide comparability. These adjustments were not material to
our results of operations or financial condition for any of the periods presented.

In Septemberi2006. the FASB issued Statement of Financial Accounting Standards No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements
No. 87, 88, 106, and 132 (R) (“SFAS No. 158”). SFAS No. 158 requires an employer that is a business entity and
sponsors one or more single-employer defined benefit plans to:

. Recognizé the funded status of a benefit plan—measured as the difference between plan assets at fair
value and the benefit obligation—in its statement of financial position. For a pension plan, the benefit
obllgauon is the projected benefit obligation; for any other post-retirement benefit plan, such as a retiree
health care plan, the benefit obligation is the accumulated post-retirement benefit obligation,

* Recognize as a component of other comprehensive income, net of tax, the gains or losses and prior
service costs or credits that arise during the period but are not recognized as components of net periodic
benefit cost.

e Measure defined benefit plan assets and obligations as of the date of the employer’s fiscal year-end
staternent of financial position,

« Disclose in the notes to financial statements additional information about certain effects on net periodic
benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior
service costs or credits, and transition asset or obligation. -

!
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THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

We adopted the recognition and related disclosure provisions of SFAS No. 158 as of December 31, 2006.- -
The impact of the adoption of SFAS No. 158 was as follows:

Incremental Effect of Applying SFAS No. 158
on Individual Line Items in the Consolidated Balance Sheet
as of December 31, 2006
(in thousands of dollars)

. Before Adjustments After

, ) Application of Increase Application of

) ) : SFAS No. 158 (Decrease) SFAS No. 158
Prepaid expenses and other current assets ............ $ 100,224  § (12406) $ 87818

Otherassets .................. e 590,124 (143,940) 446,184

Total assets ............ e e 4,313,911 (156,346) . 4,157,565

- Accruéd liabilities . ... ... ... ... ... e 450,982 3,041 454,023
Other long-term liabilities . .. ...................... + 398,703 87,770 486,473

Deferred income taxes ........ ... 395,188 (109,185) 286,003

Total liabilities .......... S 3,492,516 (18,374) 3,474,142

Accumulated other comprehensive loss .............. 217) (137,972) (138,189)

Total stockholders’ equity ... ........ .. .. ... ... 821,395 (137,972) 683,423

The consolidated financial statements include the impact of our business realignment initiatives as described
in Note 3. Cost of sales included a pre-tax credit resulting from the business realignment initiatives of
$3.2 million in 2006 and pre-tax charges of $22.5 million in 2005. Selling, marketing and administrative
expenses included a pre-tax charge resulting from the business realignment initiatives of $.3 million in 2006.

Qur effective income tax rate was 36.2% in 2006, 36.2% in 2005 and 29.1% in 2004, The effective income
tax rate for 2005 benefited by 0.2 percentage points from the impact of tax rates associated with business
realignment charges. The effective income tax rate for 2004 is not comparable with the effective income tax rates
for 2006 and 2005 because our 2004 provision for income taxes was benefited by a $61.1 million adjustment to
reduce income tax contingency reserves. The non-cash reduction of income tax expense resulted from the
settlement of Federal tax audits for the 1999 and 2000 tax years, as well as the resolution of a number of state tax
audit issues, Based upon the results of the audits, the income tax contingency reserves were adjusted, resulting in
a reduction of income tax resérves by $73.7 million reflecting a reduction of the provision for income taxes by
$61.1 million and a reduction to goodwill of $12.6 million. The income tax contingency reserve adjustments
related primarily to the deductibility of certain expenses, interest on potential assessments, and acquisition and
divestiture matters.

. L v .. . o . o i .
We have made certain reclassifications fo prior year amounts to conform to the 2006 presentation.

Principles of Consolidation

Our consolidated financial statements include the accounts of the Company and our majority-owned
subsidiaries and entities in which we have a controlling financial interest afier the elimination of intercothpany
accounts and transactions. We have a controlling financial interest if we own a majority of the outstanding voting
common stock or have significant control over,an entity through contractual or economic interests in which we,
are the primary beneficiary. CL

57




THE HERSHEY COMPANY
N(:)TES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Continued)

t

Equity Investments

We use the equity method of accounting when we have a 20% to 50% interest in other companies and
exercise significant influence. Under the equity method, original investments are recorded at cost and adjusted by
our share of undistributed earnings or losses of these companies. Equity investments are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the investments may not be
recoverable. |

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management 10 make estimates and assumptions that affect the reported amounts of assets and liabilities
at the date of the financial statements, and revenues and expenses during the reporting period. Critical accounting
estimates involved in applying our accounting policies are those that require management to make assumptions
about matters that ‘are highly uncertain at the time the accounting estimate was made and those for which
different estimates reasonably could have been used for the current period. Critical accounting estimates are also
those which are reasonably likely to change from period to period and would have a material impact on the
presentauon of our financial condition, changes in financial condition or results of operations. Qur most critical
accounting estimates pertain to accounting policies for accounts receivable—trade, accrued llab11mes and
pension and other | post -retirement benefit plans.

Revenue Recogni'tion
We record saics when all of the following criteria have been met;
+ avalid customer order with a fixed price has been received,
= a dcliver};f appointment with the customer has been made;
» the product has been delivered to the customer in accordance with the delivery appointment;, -
« there is no further significant obligation to assist in the resale: of the product; and

« collectibility is reasonably assured. : o -

Net sales include revenue from the sale of finished goods and royalty income, net of allowances for trade
promotions, COnSUMer coupon programs and other sales incentives, and allowances and discounts associated with
aged or potentlally unsaleable products. Trade promotions and sales incentives primarily include reduced pnce
features, mcrchandlsmg displays, sales growth incentives, new item atlowances and cooperative advertising.

'
N -

Cost of Sales ' ) L

Cost of sales represents costs directly relaled to the manufacture and distribution of our products. Primary
costs include raw malenals packaging, direct labor, overhead, shipping and handling, warehousing and the
depreciation of manufacturing, warehousing and distribution facilities. Manufacturing overhead and related
expenses include salaries, wages, employee benefits, utilities, maintenance and property taxes. - .
Selling Marketing and Administrative. : S . s

i

Selling, mérl{eting and-administrative expenses represent costs incurred in generating revenues and in
managing our business. Such costs include advertising and other marketing expenses, salaries, employee
benefits, incentive compensation, research and development, travel, office expenses, amortization of capitalized
software and dcerciati()n of administrative facilities.
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Cash Equivalents-

Cash equwalents consist of hlghly liquid debt instruments, ‘time deposits and money market funds with
original maturities of three months of less. The fair value of cash and cash equivalents approximates the carrying
amount.

¥

Commodities Futures Contracts - .o R

In connection with the purchasing of cocoa, sugar, corn sweeteners, natural gas, fuel oil and certain dalry
products for anticipated manufacturmg requirements and to hedge transportation costs, we enter into
commodities futures confracts to reduce the effect of price fluctuations.

We account for commaodities futures contracts in accordance with Statement of Financial Accounting
Standards No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended (“SFAS No. 133,
as amended”) SFAS No. 133, as amended, provndes that the effective portion of the gain or loss on a derivative
1nstrument designated and qualifying as a cash flow hedging instrument bé reported as a component of other
comprehenswe income and be reclassified mto earnmgs in the same perlod or periods during which the hedged,
transaction affects earnings. The remaining gain or loss on the derivative instrument, if any, must be recogmzed
currently in earnings. For a derivative designated as hedging the exposure to changes in the fair value of a '
recognized asset or liability or a firm commitment (referred to as a fair value hedge), the gain or loss must be
recognized i in earmngs in the period of change together with the offsetting loss or gain on the hedged item
attributable to the risk being hedged. The effect of that accounting is to reflect in earnings the extent to which the
hedge is not effectlve in achieving offsetting changes in fair value. All derivative instruments which we are | _
currently utlhzmg, including commodities futures contracts, are deqlgnated and accounted for as cash flow
hedges. Additional information with regard to accountmg policies associated with derivative instruments is
contained in Note 5, Derivative Instruments and Hedging Activities.

T . \ o I

Property, Plant and Equipment

Property, plant and equ1pment are stated al cost and are depreciated on a straight-line basis over the
estlmated useful lives of the assets, as follows: 3 to 15 years for machinery and equipment; and 25 to 40 years for
buildings and related improvements. Maintenance and repair expenditures are charged to expense as incurred.
Applicable interest charges incurred during the construction of new ‘facilities and production lines are capitalized
as one of the elements of cost and are amortized over the assets’ estimated useful lives.

We réview long- -lived assets for lmpalrment whenever events or changes in circumstances indicate that the
carrying amount of such assets may not be recoverable. We measure the recoverability of assets to be held and
used by a comparison of the carrying amount of long-lived assets to future undiscounted net cash flows expected
to be generated, in accordance with Statement of Financial Accounting Standards No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. If such assets are considered to be impaired, we measure the
impairment to be recognized as the amount by which.the carrying amount of the assets exceeds the fair value of
the assels. Assets to be disposed of are reported at the lower of the carrying amount or fair value less cost to sell.

Asset Retirement Obhgatmns

bl
We account for asset retirement obligations in 1 accordance with Statement of Financial Accountmg
Standards No. 143, Accounting for Asset Retirement Obligations, and FASB Interpretation No. 47, Accounting
for Conditional Asset Retirement Obligations—an interpretation of FASB Statement No. 143. Asset retirement
obligations generally apply to legal obligations associated with the retirement of a tangible long-lived asset that
result from the acquisition, construction or development and the normal operation of a long-lived asset.

7
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THE HERSHEY COMPANY

L U "
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
b
]
We assess asset retirement obligations on a periodic basis. We recognize the fair value of a liability for an
asset retirement obhgatlon in the period in which it is incurred if a reasonable estimate of fair value-can be made.
We capitalize assoc1ated asset retirement costs as part of the carrymg amount of the long- hved asset.

'

Goodwill and Otﬁer Intangible Assets

We account chr goodwill and other intangible assets in accordance with Statement of Financial Accounting
Standards No. 142‘ Goodwill and Other Intangible Assets. Other intangible assets primarily consist of
trademarks, customer related intangible assets and patents obtained through business acquisitions. We
determined that the useful lives of trademarks are indefinite and, therefore, these assets are not being amortized.
We are amortizing customer-related intangible assets over their estimated useful lives of approximately ten years.
We are amortizing!'patems over their remaining legal lives of approximately fourteen years. ‘

" We conduct an impairment evaluation for goodwill annually, or more frequently, if events or changes in
circumstances 1nd1cate that an asset mlght be impaired. The evaluation is performed by using a two-step process.
In the first step, the fair value of each reporting unit is compared with the carrying amount of the reporting unit,
including goodwﬂl The estimated fair value of the reporting unit is generally determined on the basis of’
discounted future cash flows. If the estlmated fair value of the reportmg unit is'less than the carrying amount of
the reporting unit, then a second step must be completed in order to determine the amount of the goodwﬂl
impairment that should be recorded. In the second step, the lmplled fair value of the reporting unit’s goodwill is *
determined by allocatmg the reporting unit’s fair value to all of its assets and liabilities other than goodwﬂl
{including any unrecogmzecl intangible assets) in a manner similar to & purchase price allocation. The resulting
implied fair value of the goodwill that results from the application of this second step is then compared wnth the
carrying amount o_f the goodwill and an impairment charge is recorded for the difference.

4 '

We conduct an impairment evaluation of the carrying amount of intangible assets with'indefinite lives
annually, or more §requently if events or changes in circumstances indicate that an asset might be impaired. The
evaluation is performed by comparing the carrying amount of these assets to their estimated fair value, If the .

~ estimated fair value is less than the carrying amount of the intangible assets with indefinite lives, then an

impairment charge is recorded to reduce the asset to its estimated fair value. The estimated fair value is generally
determined on the ba51s of discounted future cash flows.

»

The assumptlens we use to estimate fair value are generally consistent with the past performance of each
reporting unit and are also consistent with the projections and assumptions that are used in current operating
plans. We also conmder assumptions which may be used by market participants. Such assumptions are Sllb_]CCt to
change as a result of changing economic and competitive conditions,

{‘
Comprehensive I?come ‘

We report comprehensive income (loss) on the Consolidated Statements of Stockholders” Equity and -
accumulated otherjcomprehensive income (loss) on the Consolidated Balance Sheets. Additional mformauon g
regarding comp:ehenswe income is contained in Note 6, Comprehensive Income.

We translate results of operations for foreign entities using the average exchange rates during the period.
For foreign entmes assets and liabilities are translated to U.S. dollars using the exchange rates in effect at the
balance sheet date! - Resulting translation adjustments are recorded as a component of other comprehensive:

income (loss), “Forelgn Currency Translation Adjustmems. : ‘

\

Prior to the adopnon of SFAS No. 158 as of December 3!, 2006, a minimum pension liability adjustment
was required when1 the actuarial present value of accumulated pension plan benefits exceeded plan assets and’
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THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

accrued pension liabilities, less allowable intangible assets. Minimum pension liability adjustments, net of
income taxes, were recorded as a component of other comprehensive income (loss), “Minimum Pension Liability
Adjustments.” .

‘Gains and losses on cash flow hedging derivatives, to the extent effective, are included in other
comprehensive income (loss), net of related tax effects. Reclassification adjustments reflecting such gains and
losses are ratably recorded in income in the same period as the hedged items affect earnings. Additional
information with regard to accounting policies associated with derivative 1nstrumenls is contained in Note 5,
Derivative Instruments and Hedging Activities,

Foreign Exchange Forward Contracts and Options

We enter into foreign exchange forward contracts and options to hedge transactions denominated in foreign
currencies. These transactions are primarily related to firm commitments or forecasted purchases of equipment,
certain raw materials and finished goods. We also hedge payment of forecasted intercompany transactions with
our subsidiaries outside the United States. These contracts reduce currency risk from exchange rate movements.

Foreign exchange forward contracts and options are intended to be and are effective as hedges of
identifiable foreign currency commitments and forecasted transactions. Foreign exchange forward contracts and
options are designated as cash flow hedging derivatives and the fair value of such contracts is recorded on the
Consolidated Balance Sheets as either an asset or liability. Gains and losses on these contracts are ‘recorded as a
component of other comprehensive income and are reclassified into earnings in the same period during which the
hedged transaction affects earnings. Additional information with regard to accounting policies for derivative
instruments, including foreign exchange forward contracts and options, 1s contained in Note 5, Derwauve
Instruments and Hedgmg Activities.

License Agreements

We enter into license agreements under which we have access to certain trademarks and proprietary
technology, and manufacture and/or market and distribute certain products. The rights under these agreements
are extendible on a long-term basis at our option subject to certain conditions, including minimum sales levels,
which we have met. License fees and royalties, payable under the terms of the agreements, are expensed as
incurred and included in selling, marketing and administrative expenses

Research and Development

We expense research and development costs as incurred. Research and development expense was $27.6
million in 2006, $22.6 millicn in 2005 and $23.2 million in 2004. Research and development expense is included
in selling, marketing and administrative expenses.

Advertising

We expense advertising costs as incurred. Advertising expense included in selling, marketing and
administrative expenses was $108.3 million in 2006, $125.0 million in 2005 and $137.9 million in 2004. Prepaid
advertising expense was $0.4 million as of December 31, 2006 No prepald advertising expense was recorded as
of December 31, 2005, °
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T THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Computer Softw:ire

We capitalize costs associated with software developed or obtained for internal use when both the’
preliminary project stage is completed and it is probable that computer sofiware being developed wili be '
completed and placed in service. Capitalized costs include only (i) external direct costs of materials and services
consumed in deveEoping or obtaining internal-use software, (ii) payroll and other related costs for employees who -
are directly asqocmted with and who devote time to the internal-use software project and (iii) interest costs
incurred, when matenal while developing internal-use software. We cease capitalization of such costs no laler
than the point at which the project is substantially complete and ready for its intended purpose.

The unamortized amount of capitalized software was $36.0 million as of December 31, 2006 and was
$34.4 million as of December 31. 2005. We amortize software costs using the straight-line method over the
expected life of the software, generally three to five years. Accumulated amortization of capitalized software was
$145.4 miilion as of December 31, 2006 and $130.8 million as of December 31, 2005.

We review the carrying value of software and development costs for impairment in accordance with our’
policy pertaining to the impairment of long-lived assets, Generally, we measure impairment under the following
circumstances:

» when imemal-use computer software is not expected to provide substantive service potential;

» asignificant change occurs in the extent or manner in which the software is used or is expected to be
used;
»  asignificant change is made or will be made to the software program; and

= costs of cjcve]oping or modifying internal-use computer software significantly exceed the amount
originally expected to develop or modify the software.

2. ACQUISITIONS AND DIVESTITURES B

In October 2006, our whollv-owned subsidiary, Artisan Confections Company, purchased the assets of
Dagoba Organic Chocolates, LLC, based in Ashland, Oregon, for $17.0 million. Dagoba is known for its high-
guality organic chocolate bars, drinking chocolates and baking products that are primarily sold in natural food .
and gourmet stores across the United States. In accordance with the purchase method of accounting, the purchase
price of the acquisition was allocated to the underlying assets and liabitities at the date of the acquisition based
on their preliminary estimated respective fair values which may be revised at a later date. We have not yet
finalized the purchase price allocation for the Dagoba acquisition and are in the process of obtaining valuations -
for the acquired net assets. Total liabilities assumed were $1.7 million.

In August 2005 Antisan Confections Company completed the acquisition of Scharffen Berger Chocolate
Maker, Inc. Based in San Francisco, California, Scharffen Berger is known for its high-cacao content, signature
dark chocolate bars and baking products sold online and in a broad range of outlets, including specialty retailers,
natural food stores and gourmet centers across the United States. Scharffen Berger also owns and operates three -
specialty stores located in New York City, Berkeley, and San Francisco.

Also, in August 2005, Artisan Confections Company acquired the assets of Joseph Schmidt Confections,
Inc., a premium chocolate maker located in San Francisco, California. Distinctive products created by Joseph
Schmidt include artistic and innovative wruffles, colorful chocolate mosaics, specialty cookies, and handerafted
chocolates. We séll these producis in select department stores and other specialty outlets nationwide as well as in
Joseph Schmidt stores located in San Jose and San Francisco, California. The combined purchase price for
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Scharffen Berger and Joseph Schmidt was $47.1 million, with the final amount subject to upward adjustment.
The final purchase price, which will not exceed $6¢.1 million, will be determined based upon actual sales growth
through 2007. Together, these companies have combined annual sales of approximately $25 million.

In December 2004, Artisan Confections Company acquired Mauna Loa Macadamia Nut Corporation
(*Mauna Loa™) for $127.8 million. Mauna Loa is the leading processor and marketer of macadamia snacks with
annual sales of approximately $80 million. .

In October 2004, our wholly-owned Mexican subsidiary, Hershéy Mexico, acquired Grupo Lorena, one of
Mexico’s top sugar confectionery companies, for $39.0 million. This business has annual sales of over $30 {
million. Included in the acquisition was the Pel6n Pelo Rico brand. !

Results subsequent to the dates of acquisition were included in the consolidated financial statements. Had
the results of the acquisitions been included in the consolidated financial statements for each of the periods
presented, the effect would not have been material,

In October 2003, our wholly-owned subsidiary, Hershey Canada Inc., completed the sale of its Mr. Freeze
freeze pops business for $2.7 million. There was no significant gain or loss on the transaction,

3. BUSINESS REALIGNMENT INITIATIVES

In July 2005, we announced initiatives intended to advance our value-enhancing strategy (the “2005
business realignment initiatives’). We also announced that we would record a total pre-tax charge of
approximately $140 million to $150 million, or $.41 to $.44 per share-diluted in connection with the initiatives,
Cur business realignment initiatives were complete as of December 31, 2006. ;
\
|

Charges (credits) associated with business realignment initiatives recorded during 2006 and 2005 were as
follows: ' ‘ ' ’

For the years ended December 31, . ’ ‘ . . 2006 2005 )
1In thousands of dollars ’ ' ' -
o g
Cost of sales ) w .
2005 business realignment initiatives ............ ..o v, To.. $(1,599) § 22,459 o 5
Previous business realignment initiatives .. ........ . ... ... ... .. ... ... ........ (1,600) _ ?r g

=
Total cost of SBles ... .o e e e (3,199 22,459 o =
Selling, marketing and administrative : a D
2005 business realignment initiatives . ........ ... . . . . i i i 266 T P '8
: . S

Business realignment and asset impairments, net
2005 business realignment initiatives:

U.S. voluntary workforce reduction program ............................... 9,972 69,472
U.S. facility rationalization (Las Piedras, Puerto Ricoplant) . .................. 1,567 12,771
Streamline international operations (primarily Canada) ....................... 2,524 14,294
Previous business realignment initiatives . .........coiirivrniiiiiinrns 513 —
Total business realignment and asset impairments, net ..................... 14,576 96,537 '
Total net charges associated with business realignment initiatives .................... $11,643 $118,996 '

The credit of $1.6 million recorded in cost of sales during 2006 for the 2005 business realignment initiatives
related to higher than expected proceeds from the sale of equipment from the Las Piedras, Puerto Rico plant. The
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charge recorded in selling, marketing and administrative expenses resulted from accelerated depreciation relating
to the lcrminationlbf an office building lease. The net business realignment and asset impairments charges
recorded during 2?06 included $7.3 million for involuntary temlinat_ions relating to organizational changes.

During 2006l -we tecorded charges (credits} related to previous business redllgnmem initiatives that began in
2003 and 2001. These charges (credits) were recorded to finalize the sale of certain properties, adjust prewously
recorded llabllmes and reflect the impact of an employment complaint arising from the 2003 business '
realignment initiatives. During 2004, eight former employees filed a complaint in federal court in Colorado
alleging we dlscnrmmated against them based on age. We do not expect any significant impact as a result of this
case. i

o :
The $22.5 mli_llion recorded in cost of sales in 2003 resulted from accelerated depreciation related to the
closure of the Las Piedras manufacturing facility. The business realignment and asset impairments charge in

2005 included $8:3 million for involuntary termination benefits primarily for Las Piedras plant employees.
'

]
Changes in liabilities recorded for the business realignment initiatives were as follows:

i‘ ‘ : " Balance Utilization New charges  Balance

Accrued Liabilities }‘ 12/31/05  during 2006  during 2006 12/31/06
in thousands of dollars ) ’
Voluntary workforce reduction . .. .. e e $31,883  $(19.727)  $5,531 $17,687
Facility FAtONAlZAON - .« .\t ettt et e — (1,562) 1,562 —
Streamline mternauonal operations .. ....... e e 5,388 (6,723) 1,896 1,061
t" L}
Total . . e e $37,771  $(28,012) $3,989 $18,748

. |
4. COMMITMElNTS AND CONTINGENCIES

We enter imb certain obligations for the purchase of raw materials. These obligations were primarily in the
form of forward cfontrac:ts for the purchase of raw materials from third-party brokers and dealers. These contracts
minimize the effect of future price fluctuations by fixing the price of part or all of these purchase obligations.
Total obligations for each year consisted of fixed price contracts for the purchase of commodities and unpriced
contracts that were valued using market prices as of December 31, 2006.

The cost of commodme% associated with the unpriced contracts is variable as market prices change over
future periods. We mitigate the variability of these costs to the extent that we have entered into commodities
futures contracts _10 hedge our costs for those periods. Increases or decreases in market prices are offset by gains
or losses on commodities futures contracts, This applies to the extent that we have hedged the unpriced contracts
as of December 31, 2006 and in future periods by entering into commodities futures contracts. Taking delivery of
the specific comnilodmes for use in the manufacture of finished goods satisfiés theseé obligations. For each of the
three years in lheiperlod ended December 31, 2006, we satisfied these obligations by taking de]wery of and
making payment | for the specific commodities.

As of DCCBn.lbel' 31, 2006, we had entered into purchase agreements with various suppliers. Subject to
meeting our Company’s quality standards, the purchase obligations covered by these agreements were as follows
as of December 31, 2006:

Obligations i , 2007 2008 2009 2010
In millions of dg[lars‘ . . ) .
Purchase obligations .. . ... ... . . e $1,023.5 $271.8 $72.3 $25.1

:
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We have commitments under various operating leases. Future minimum payments under non-cancelable
operating leases w1th a remalmng term in excess of one year were as follows as of December 31, 2006:

Lease Commnments ' ) : 2007 2008 2009 2010 2011 Thereafter
In millions of dollars . , .
Future minimum remal payments-. ..... - .'-.'.-_-.'.' ............ $143 '$13.0 $9.1 %65 $5.9. $16 1

Our Company has a number of fac;lmes that contain varymg degrees of asbestos in certain locations wnhm
these facilities. Qur asbestos management program is compliant with current regulations. Current regulations " -
require that we handle or dispose of this type of asbestos in a special manner if such facilities undergo major
renovations or are demolished. We believe we do not have sufficient information to estimate the fair value of any
asset retirement obligations related to these facilities. We cannot specify the settlement date or range of potential
settlement dates and, therefore, sufficient information is not available to apply an expected present value
technique. We expect to maintain the facilities with repairs and maintenance activities that would not involve the
removal of asbestos. . ] ‘ . : -

" .‘.""“ ' .
5. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

We account for derivative instruments in accordance with SFAS No. 133, as amended. SFAS No. 133, as
amended, requires us to recognize all derivative instruments at fair value, We classify the derivatives as assets or
liabilities on the balance sheet. Accountmg for the change in fair value of the derivative depends on:

e whether the instrument quallﬁes for and has been desngnated asa hedglng relationship; and

s the type of hedgmg relatlonshlp o v

There are three types of hedging relationships:
+ . cash flow hedge; ‘ O
* fair value hedge; and .

» hedge of foreign currency exposure of a net investment in a foreign operation.

As of December 31,2006, all of our derivati\{é instruments were classified as cash flow hedges.

Objectives, Strategies and Accounting Policies Associated with Derivative Instruments

We use certain derivative instruments, from time to time, to inanage interest rate, foreign currency exchange
rate and commodity market price risk exposures. We enter into interest rate swaps and foreign currency contracts
and options for periods consistent with related underlying exposures. We enter into commodities futures
contracts for varying periods. The futures contracts are effective as hedges of market price risks associated with
anticipated raw material purchases, energy requirements and transportation costs. We do not hold or issue
derivative instruments for trading purposes and are not a party to any instruments with leverage or prepayment’
features. In entering into these contracts, we have assumed the risk that might arise from the possible inability of
counterparties to meel the terms of their contracts. We do not expect any significant losses from counterparty
defaults.

Interest Rate Swaps 1

In order to minimize financing costs and to manage interest rate exposure, from time to time, we enter into
interest rate swap agreements. ‘ ‘.
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THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

In December:2005, we entered into forward swap agreements to hedge interest rate exposure related to
$500 miilion of term financing to be executed during 2006. In February 2006, we terminated a forward swap
agreement hedging the anticipated execution of $250 million of term financing because the transaction was no
longer expected to occur by the originally specified time period or within an additional two-month- perlod of time
thereafter. We recorded a gain of $1.0 million in the first quarter of 2006 as a result of the discontinuance of this
cash flow hedge. In August 2006, a forward swap agreement hedging the anticipated issuance of $250 million of
10-year notes matured resulting in cash receipts of $3.7 million. The $3.7 million gain on the swap will be
amortized as a reduction to interest expense over the term of the $250 million of 5.45% Notes due September 1,
2016. S . Co : : Lo _ Lt

In October 2003, we entered into swap agreements effectively converting interest payments on' long-term
debt from fixed to variable rates. We converted interest payments oni $200 million of 6.7% Notes due in October
2005 and $150 million of 6.95% Notes due in March 2007 from their respective fixed rates to variable rates
based on LIBOR. In March 2004, we terminated these agreements, resulting in cash receipts totaling $5.2
mitlion, with a corresponding increase to the carrying value of the long-term debt. We are amortizing or have -
amortized this increase over the remaining terms of the respective long-term debt as a reduction to interest

i

expense. ,

|
In February 2001, we entered into swap agreements that effectively converted variable-interest-rate

payments on certain leases from a variable to a fixed rate of 6. 1% Payments on leases associated with the
financing of construction of a warehouse and distribution facrhty near Hershey, Pennsylvania for $61.7 million
and the financing 'of the purchase of a warehouse and distribution facility near Atlanta, Georgia for $18.2 million
were variable based on LIBOR. The interest rate swap agreements effectively converted the variable-interest-rate
payments on the leases from LIBOR to a fixed rate of 6.1%. These interest rate swap agreements expired at the
end of the respective lease terms during 2005.

The vanable to fixed swaps qualify as cash flow hedges. The notional amounts, interest rates and terms of
the swap agreements were consistent with the underlying lease agreements that they hedged. Therefore, there was
no hedge ineffectiveness.

E

We mc]uded gains and losses on these interest rate swap agreements in other comprehensive income. We
recognized the gains and losses on these interest rate swap agréements as an adjustment to interest expense in the
same period as the hedged interest payments affected earnings.

As of December 31 2006 we were not a party to any interest rate swap agreements. Liabilities assocrated
with swap agreements as of December 31, 2005 were included on the Consolidated Balance Sheets as accrued
liabilities, with the offset reflected in accumulated other comprehensive loss, net of income taxes.

We classify cash flows from interest rate swap agreements as net,cash provided from operating activities on
the Consolidated Statements of Cash Flaws. .

) . ) . .o . , ,

Our risk related to the swap agreements is limited to the cost of replacing the agreements at prevailing

market rates, = ! '
i

Foreign Exchange Forward Contracts and Options : W

We enter into foreign exchange forward contracts and options to hedge transactions primarily related to
commitments and forecasted purchases of equipment, raw materials and finished goods denominated in foreign
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currencies. We may also hedge payment of forecasted intercompany transactions with our subsidiaries outside
the United States. These contracts reduce currency risk from exchange rate movements. We generally hedge
foreign currency price risks for periods from 3 to 24 months..

Foreign exchange forward contracts and options are effective as hedges of identifiable, foreign currency
commitments. Since there is a direct relationship between the foreign currency derivatives and the foreign
currency denomination of the transactions, the derivatives are highly effective in hedging cash flows related to
transactions denominated in the corresponding foreign currencies. We designate our foreign exchange forward
contracts as cash flow hedging derivatives.

These contracts meet the criteria for cash flow hedge accounting treatment. Accordingly, we include related
gains and losses in other comprehensive income, Subsequently, we recognize the gains and losses in cost of sales
or selling, marketing and administrative expense in the same period that the hedged items affect earnings, In
entering into these contracts, we have assumed the risk that might arise from the possible inability of
counterparties to meet the terms of their contracts. We do not expect any significant-losses-from counterparty
defaults. .

We classify the fair value of the contracts and options as other current assets on the Consolidated Balance
Sheets. We report the offset to the contracts and options in accumulated 6§hcr comprehensive loss, net of income
taxes. We record gains and losses on these contracts as a component of other comprehensive income and
reclassify them into earnings in the same period during which the hedged transaction affects earnings. On hedges
associated with the purchase of equipment, we designate the related cash flows as net cash flows (used by)
provided from investing activities on the Consolidated Statements of Cash Flows. We classify cash flows from
other foreign exchange forward contracts and options as net cash provided from operating activities.

Commodities Futures Contracts

We enter into commodities futures contracts to reduce the effect of raw material price fluctuations and to
hedge transportation costs. We generally hedge commodity price risks for 3 to 24 month periods. The
commodities futures contracts are highly effective in hedging price risks for our raw material requirements and
transportation costs, Because our commaodities futures contracts meet hedge criteria, we account for them as cash
flow hedges. Accordingly, we include gains and losses on hedging in other comprehensive income. We recognize
gams and losses ratably in cost of sales in the same penod that we record the hedged raw matenal requirements
in cost of sales.

We use exchange traded futures contracts to fix the price of physical forward purchase contracts. Physical
forward purchase contracts meet the SFAS No. 133 definition of “normal purchases and sales™ and, therefore, are
not derivative instruments. On a daily basis, we receive or make cash transfers reflecting changes in the value of
futures contracts (unrealized gains and losses). As mentioned above, such gains and losses are included as a
component of other comprehensive income. The cash transfers offset higher or lower cash requirements for
payment of future invoice prices for raw materials, energy requirements and transportation costs. Futures held in
excess of the amount required to fix the price of unpriced physical forward contracts are effective as hedges of
anticipated purchases.

Hedge effectiveness—Commaodities

We perform an assessment of hedge effectiveness for commodities futures on a quarterly basis. Because of
the rollover strategy used for commodities futures contracts, as required by futures market conditions, some
ineffectiveness may result in hedging forecasted manufacturing requirements. This occurs as we switch futures

67

. Slaployqa0is 0y

N
=]
=]
=
>
3
3
c
-
D
o

o
Q
Yo




2006 Annual Report

to Stockholders

‘ - THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

contracts from nearby contract positions-to contract positions that are required to fix the price of anticipated
manufacturing requ1rements Hedge ineffectiveness may also result from variability in basis differentials
associated with the‘ purchase of raw materials for manufacturing requirements. In accordance with SFAS

No. 133, we record the ineffective portion of gains or losses on commodities futures currently in cost of sales.

The prices of commodities futures contracts reflect delivery to the same locations where we take delivery of
the physical’ commodmes Therefore, there is no ineffectiveness resulting from differences in location between
the derivative and the hedged item. : - 1

Summary of Acti}}ity L . |

Our cash flow hedging derivative activity during the last three years was as follows:

For the yéars ended December 31, . , 2006 2005 2004
g In millions of dollars . )
Net aftell’-tax gains (losses) on cash flow hedging derivatives ....... $114 $(6.5) $163
Reclass1ﬁcatlon adjustments from accumulated other comprehensive ,
mcome toincome, netof tax .. .. ... e e (5.3) 18.1° 26.1
Hedge I?effectlveness gains (losses) recogmzed in cost of sales, ! e
befor? tax REREEREENE PP 20 (200 4

i
Net gams ‘and losses on cash ﬂow hedging denvanves were prlmanly associated with commodities

futures contracts

Reclasmﬁcauon adjustments, from accumnulated other comprehenswe income (loss) to income, related
to gains or losses on commeodities futures contracts were reflected in cost of sales. Gains on interest rate
swaps were reflected as an adjustment to interest expense.

We recorded a gain of $1.0 million in 2006 as a result of the discontinuance of an interest rate swap
because the hedged transaction was no longer expected to occur. No other gains or losses on cash flow
hedging derivatives resulted because we discontinued a hedge due to the probability that the forecasted
hedged transaction would not occur.

We recognized no components of gains or losses on cash flow hedging derivatives in income due to

excluding such components from the hedge effectiveness assessment. ‘
I

'The amount of net losses on cash flow hedging derivatives, including foreign exchange forward contracts
and options, mterest rate swap agreements and commodities futures contracts, expected to be reclassified into
earnings in the next twelve months was approximately $4.6 million after tax as of December 31, 2006. This
amount was prim%rily associated with.commodities futures contracts.
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6. COMPREHENSIVE INCOME - e
A summiary 'of the components 6f comprehensive income is as follows: ' T
Tax ‘5
. ‘. ' Pre-Tax (Expense)  After-Tax !
For the year ended December 31, 2006 Amount Benefit Amount
In thousands of dollars . i
NELINCOME ..\ L oo SR SRR S | T $559,061
Other comprehensive income (loss): b . “ e
Foreign currency translation adjustments ........................ $ (278) $ — .1 (278)
Minimy"m‘ pension liability adjustments . . .......... ... ... .. ... . 5,3”95_ _ (2?035) . 3,360
Pension and post-retirement benefitplans ... .. ............ .. .... (230,170) 92,198 (137,972)
Cash flow hedges:
Gains (losses) on cash flow hedging derivatives ............... o 18,206 (6,847 11,359
Reclassification adjustments . ............coiivevnennnnn... T (8,370) 3034 (5,336)
Total other comprehenswe loss ... 0ol DU . $(215,217) $86,350  (128,867)
Comprehensive INCOME . ... ... ittt o : n $ 430,194
TR ' . . Dot : Tax - i
, ‘ . . Pre-Tax  (Expense)  After-Tax
For the year ended December 31, 2005 ' - ’ . “ ot Amount Benefit Amount
In thousands of dollars o o R ' o
NELIMCOME .« o o v v e e et e SR $488,547
Other comprehensive income (loss): -
Foreign currency translation adjustments .......................... $ 17,151 § — 17,151 ]
Minimum pension liability adjustmems e e i (3 617) 1,386 (2,231) J—
Cash flow hedges: ‘ B ' : N
Gains (losses) on cash flow hedgmg derivatives . ................ (10,255) 3,791 (6,464) o 8
Reclasmﬁcauon adjustments ........... ... ... eon... .. (28,435) 10,348 (18,087) g >
Total other comprehenswe loss ...l L. 825156) $15525 9.631) S
1 ’ . " . . x
Comprehensive income . ... . e N T i L - $478,916 3‘ .El
o D
. Tax o O
Pre-Tax- (Expense) After-Tax a g
For the year ended December 31, 2004 Amount Benefit Amount 3
In thousands of dollars o L <! : ‘
Netincome ..................... e eeeapeaiiies . . 3574637
Other comprehensive income (loss) .
Foreign currency translation adjustments .......................... $21,229 § — 21,229
Minimum pension liability adjustments ............ UETITTTaY I 81 (32) 49
Cash flow hedges: o : '
Gains (losses) on cash flow hedging derivatives . ......n ..o ..., 25,571 (9.314) . 16,257
Reclassification adjustments . ......... ... e b (41,222) 0 15,081 L (26,141)
Total other comprehensive income ............ .. ..o i, $ 5,659 § 5735 11,394
Comprehensive income . ........ ..ot e $586,031
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I
Comprehensive income is included on the Consolidated Statements of Stockholders’ Equity. The
components of acc;:umulated other comprehensive loss, as shown on the Consolidated Balance Sheets, are as

follows: ‘ ‘
December 31, *~ ' - 2006 2005 |
In thousands of dolla‘;'s o . ‘
Foreign currency translation AAJUSLINENLS . . . oottt i e $ (35) $ 243

Minimum pension liability adjustments ........... ..o iiaiiiin e —  (3,360)

Pension and post-retirement benefitplans ........... ... .. ..o 0L R (137,972) —_—

Cash flow hedgesI .......................................................... (182) (6,205)

Total accum'u]atej;‘l other comprehensive 108S . . ... ot iiiin i $(138,189) $(9,322)

7. FINANCIAL INSTRUMENTS

The carrying amounts of financial instruments including cash and cash equivalents, accounts receivable,
accounts payable'and short-term debt approximated fair value as of December 31, 2006 and 2003, because of the
relatively short maturity of these instruments.

The carrying value of long-term debt, including the current portion, was $1,436.% million as of
December 31, 2Q06, compared with a fair value of $1,519.1 million based on quoted market prices for the same
or similar debt issues. The carrying value of long-term debt, including the current portion, was $942.8 million as
of December 31, 2005, compared with a fair value of $1,051.1 million.

;
Interest Rate Swaps

For information on the objectives, strategies and accounting policies related to our use of interest rate swap

agreements, see Note 5, Derivative Instruments and Hedging Activities.
v }

The fair value of interest rate swaps equals the difference in the present values of cash flows calculated at
the contracted infEerest rates and at current market interest rates at the end of the period. We calculate the fair,
value of the swap agreements quarterly based upon the quoted market price for the same or similar financial
instruments. As of December 31, 2006, we were not a party to any interest rate swap agreements. .

December 31, 2006 2005

In millions of dollars

to Stockholders
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Fair value of forward swap agreements—liability ..................... $— %49
t

Qur risk related to the swap agreements is limited to the cost of replacing the agreements at prevailing
market rates,

'

Foreign Exchailge Forward Contracts and Options

For information on the objectives, strategies and accounting polices related to our use of foreign exchange
forward contracts and options, see Note 5, Derivative Instruments and Hedging Activities.
i
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The following table summarizes our foreign exchange activity:

As of December 31, : ' 2006 2005 ' i

Contract Primary Contract Primary
Amount Currencies Amount Currencies

In millions of dollars

|

Foreign exchange forward contracts Australian dollars . Australian dollars ' f\ |

and options to purchase foreign $29.0  Canadian dollars a1 British sterling
CUITENCIES . ... ..ot vee e Euros Euros

AN ' . L .
The fair value of foreign exchange forward contracts and options is included in prepaid expenses and other
current assets and in other non-current assets, as appropriate.

We define the fair value of foreign exchange contracts and options as the amount of the difference between
contracted and current market foreign currency exchange rates at the end of the period. On a quarterly basis, we
estimate the fair value of foreign exchange forward contracts and options by obtaining market quotes for future |
contracts with similar terms, adjusted where necessary for maturity differences. . Co |

The combined fair value of our foreign exchange forward contracts and options included in prepaid
expenses and other current assets and in other non-current assets on the Consolidated Balance Sheets was as
follows: '

December 31, - 2006 ﬁﬁ o y
“In millions of dollars : g |
Fair value of foreign exchange forward contracts and oplions—asset ....... $15  $4 !
8. INTEREST EXPENSE N
Net interest expensé consisted of the folloWihg: % é
For the years ended December 31, . I 2006 ' 2005 2004 % >
In thousands of dollars _ ' - o 3
. . S . 2
Long-term debt and lease obligations ............... e - $ 71,546 566,324 . 366,005 g D
Short-termdebt .. ... ... ... .. ... ... 46,269 23,164 4,511 a D
Capitalized interest .. ......c.0 i e an (3). (2,597 ° %
. . - ’ »
Interest exi:ense, BrosS ... e Ll ‘ 117,738 89,485 67,919 - g_
Interest income . . . .. . e e " (1,682) (1,500) (1,386) '

Interest expense, net . ... .................. ] .. $116,056 $87.985  $66,533
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9, SHORT-TERI:\/I DEBT

As a source of short-termn financing, we utilize commercial paper, or bank loans with an original maturity of
three months or less. Credit agreements efitered into over the last three years were as follows:

Date of Agreement Type of Agreement Purpose .Credit Limit
December 2006 Unsecured revolving General corporate purposes $1.1 billion
(expires December 2011) credit agreement Option to borrow

Lo $400 million more

September 2006 f Letter amendment Extend terms of March $200 million
(expired Decembo:::r 2006) o ' 2006 agreement ‘

March 2006 ' Unsecured revolving Seasonal working capital $400 million
{expired September 2006) credit agreement Share repurchases

O L Other business activities

September 2005 +Unsecured revolving -~ General corporate purposes $300 million
{expired Decernber 2005) credit agreement Retire 6.7% Notes

Refinance lease arrangements
Cay - Pension Plan contributions
: Stock repurchase
Seasonal working capital

November 2004 ] Unsecured revolving General corporate purposes $900 million
(replaced by Deccmber credit agreement Commercial paper backstop Option to borrow
2006 agreement) Business acquisitions $600 million more

The December 2006 unsecured revolving credit agreement contains a financial covenant whereby the ratio
of (a) pre-tax meome from operations from the most recent four fiscat quarters to {b) consolidated interest
expense for the most recent four fiscal quarters may not be less than 2.0 to | at the end of each fiscal quarter. The
credit agreement contains custorary representations and warranties and events of default. Payment of
outstanding advances may be accelerated, at the option of the lenders, should we default in our obligation under
the credit agreement As of December 31, 2006, we complied with all customary affi rmative and negative -
covenants and a ﬁnancml covenant pertaining to our credit agreements. There were no q}gmﬁcant compensatmg
balance’ agreements that legally restncted these funds. !

In additidn to the revolving credit facility, we maintain lines of credit with domestic and international
commercial banks. Our credit limit in various currencies was $54.2 million in 2006 and $71.1 million in 2005.
These lines permit us to borrow at the banks’ prime commercial interest rates, or lower. We had short-term .
foreign bar_lk Ioanrs against these lines of credit for $12.5 million in 2006 and $18.0 million in 2005.

The maximim amount of our short-term borrowings during 2006 was $1,218.9 million. The weighted-
average interest rate on short-term borrowings outstanding as of December 31, 2006 was 5.3% and 4.3% in 2005.

We pay commitment fees to maintain our lines of credit. The average fee during 2006 was less than 0.1%
per annum of the commitment.

We maintain a consolidated cash management system that includes overdraft positions in certain accounts at
several banks, We have the contractual right of offset for the accounts with overdrafts. These offsets reduced

cash and cash eqyivalents by $36.6 million as of December 31, 2006 and $42.4 million as of December 31, 2005.
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10. LONG-TERM DEBT
Long-term debt consisted of the following: . - ‘ : - v

December 31, 2006 2005
In thousands of dd!lal_g -, ) )
6.95% Notes due 2007 .. ............ SR $ 150,168 $151,176
530% Notes due 200 .. . . e e 250,000 —
6.95% Notes due 2012 ... e e e e e e e 150,000 150,000
4.85% Notes due 2015 . .. .". ................................................ 250,000 250,000
5.45% Notes due 2016 ... ...ttt e 250,000 —
8.8%. Debentures due 2021 . ... .. .. e 100,000 100,000
7.2% Debentures due 2027 ... .. ... ... e e e e e s 250,000 250,000
Obligations associated with consolidation of lease arrangements ................... 38,680 38,680
Unamortized debt dlscount net of other obhganons .............. P (1,955) 2,955
Total long-termdebt . ..:i. ... o e 1,436,893 042811
Less—curment POrtion . . . ... ... e e 188,765 56

. t L . . . -
Long-term portion . . ... e e e $1,248,128 $942,755

In 2007, $150.2 million of 6.95% Notes will mature along with debt obhgauons of $38 7 million associated

with the consolldanon of certain lease arrangements.

Agrg'régé_t'e annual maturities during the next five years are as follows: *

*  2007—%188.8 million

= 2008—$%.1 million o

s 2009—%.1 million

. 2010—35.1 million . L , .
2011—5%250.0 million . - : : :

T

+

Our debt is principally unsecured and of equal priority. None of our debt is convertible into our Common

Stock. We have complied with all covenants included in our related debt agreements.
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11. INCOME TAXES

Our pre-tax income was substantially from our domestic operations. Our provision for income taxes was as
follows: i

For the years ended!Decen‘lber a1, 2006 2005 2004
In thousands of glull'iars
Current: bl
Federal ... . ... . .. i e . $279,017 $181.947 $266,015
SHalE L e 20,569 12,029 39,591
Foreign ... 13,682 12,076 4,363
Current provision for income taxes .............c i, 313,268 206,052 309,969
Deferred: . ' ' . -
Federal ...:..................ooiiin T _ (381) 53,265  (52,987)
: State“ ........ 11,018 18,799 (26,731)
FOTEIgN .. 1 oot (6,464) (1,026) 5,148
Deferred incomé tax provision (benefit) ....... ... ..ol 4,173 71,038  (74,570)
Total provision ]dr IMCOME BAXES ... e vt eaee e ee e $317.441 $277,090 $235,399

A settlement of Federal tax audits for the 1999 and 2000 tax years, as well as the resolution of a number of
state tax audit issues, concluded during the second quarter of 2004. Based upon the results of the audits, we
adjusted income;tax contingency reserves resulting in a reduction of income tax reserves by $73.7 million,
reflecting a reduction of the provision for income taxes by $61.1 million and a reduction to goodwill of $12.6
million. The incci)me tax contingency reserve adjustments related primarily to the deductibility of certain
expenses, interest on potential assessments, and acquisition and divestiture matters.

. I
The incom‘iT tax benefits associated with the exercise of non-qualified stock options reduced accrued income
taxes on the Consolidated Balance Sheets by $13.5 million as of December 31, 2006 and by $42.1 million as of
December 31, 2005. We credited additional paid-in capital to reflect these income tax benefits.

i
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Deferred taxes reflect temporary differences between the tax basis and financial statement carrying value of

| assets and liabilities. The tax effects of the 51gn1ficant temporary differences that compnsed the deferred tax
‘ assets and liabilities were as follows:

December 31, ' " 2006 2005
| In thousands of dollqrs _ \ . : o i -
Deferred tax assets:
Post-retirement benefit obligations ............ . ... ... ....... ... $150,794  $111,864
Accrued expenses and other reserves ................... I .. 123,690 134,012
Stock-based compensation ........... ... ...l 46,087 38,795
"o Accrued trade promotion reserves . ................ L N T AL T 4,606 v5,413
Other . ..o e e 37,156 35,484
“Gross deferred [aX 8SSe1S . ... .....oeueererurennnennn, L 362,333 325,568
Valuation allowance . ................ ..o iueeo... V. (25,587)  (20,044)
Total deferred tax assets ........, e e . 336,746 305,524
Deferred tax liabilities: R . ' -
Property, plant and equipment, net ............. ... iiiienia. 263,226 275,030
B - 1 -3 (v 151,672 . 224,161
Acquired intangibles ............ L Ce e 46,522 . 43479
T TAVEILOTIES « v v vttt et et e et e e e e e e 35,586 . 33,435
Other .......... i, e e e e 64,383 51,476
Total c!eferred tax liabilities ............ = R 561,389 . 627,581
Net deferred tax liabilities . .. ........ U IR $224,643 $322,057
Included in:
Current deferred tax assets, NEL . .. ..ot ii ittt en e irenne s $(61,360) $(78,196)
Non-current deferred tax liabilities, net . ... . it 286,003 400,253
Net deferred tax liabilities . . . ... .. .. $224,643  $322,057

We believe that it is more likely than not that the results of future operations will generate sufficient taxable
income to realize the deferred tax assets. The valuation allowances as of December 31, 2006 and 2005 were
primarily related to tax loss carryforwards from operations in various foreign tax jurisdictions. Additional
information on income tax benefits and expenses related to components of accumulated other comprehensive
income (loss) is provided in Note 6, Comprehensive Income.

The following table reconciles the Federal statutory income tax rate with our effective income tax rate:

For the years ended December 31, ﬂ EQE _2_9_04;_
Federal statutory income fax fate . ... .. ........cuueunennnnnennaennennn 35.0% 35.0% 35.0%
Increase (reduction) resulting from:
State income taxes, net of Federal income tax benefits . ................. 2.8 2.6 2.6
Qualified production income deduction . ................. ... ... ... .. {9 9 —
Setddement of prior years’ taxaudits . ........ ... .. ..o it — — (7.3)
Puerto Ricooperations ... ... ... ... .. ... .. —_ (.6) (4
Other, el . ... ﬂ) .l ( 8)
Effective inCOME tAX TAtE . ... ...ttt iin e it iaanr e 36.2% 36.2% 29.1%
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. Included with the purchase of the Nabisco gum and-mint business in December 2000, was a U.S. Internal
Revenue Code (“IRC”) Section 936 company with a subsidiary operating in Las Piedras, Puerto Rico. The
operating income of this subsidiary was subject to a lower income tax rate in both the United States and Puerto
Rico. We sold the IRC Section 936 company in December 2005.

The effectivejincome tax rate for 2005 benefited by 0.2 percentage points from the impact of tax rates
associated with the business realignment charges. -

b L
12. PENSION AND OTHER POST-RETIREMENT BENEFIT PLANS

We sponsor a number of defined benefit pension plans. Our policy is to fund domestic pensmn liabilities in
accordance with the minimum and maximum limits imposed by the Employee Retirement Income Security Act
of 1974 (“ER]SA”) and Federal income tax laws. We fund non- -domestic pension llablllues mn accordance with
laws and rcgulanons applicable to those plans. ..

We have two!post-retirement benefit plans: health care and life insurance. The health care plan is

contributory, with participants’ contributions adjusted annually. The life insurance plan is non-contributory.
: [ . * 6 .

Effective December 31, 2006, we adopted SFAS No. 158. The provisions of SFAS No. 158 require that the
funded status of our pension plans and the benefit obligations of our post-retirement benefit plans be recognized
in our balance sheét. The provisions of SFAS No. 158 also revise employers’ disclosures about pension and other
post-rétirement beneﬁt plans. SFAS No. 158 does not change the measurement or recognition of these plans,
although it does requlre that plan assets and benefit obligations be measured as of the balance sheet date. We
have h:stoncally meaqured the plan assets and benefit obllgauons as of our balance sheet date.
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Obligations and Funded Status -+ . <~ «... o D : N

A summary of the changes in benefit obligations and plan assets is as follows:

e . .

Pension Benefits *  Other Benefits ,
December 31, . - N . 2006 2005 - 2006 2008 '
In thowsands of dollars - o : o
Change in benefit obligation g et o coe T T ]
Projected benefits obligation at beginning of year ..... $1,116,214 $ 972,073 $ 355,878 '$ 328,799
Servicecost: ...... e e e e s 55,759 .. 49,065 5,718 5,149
INLETESt COSE . . . o oo e e e e et e e e 58,586 55,181 19,083 18,115
Planamendments .....:.........ccov.us. et . (32471 ... 2,275 s —_ . 960
Actuarlal (gain)loss ...l (39,506) 79,903 (12,308) 15,221 j
Special termmatlon benefits ...........ooviininn. 269 22,790 (50), 1910 :
Curtailment- (gam) lOSS mivn e 30 (6,319) —_ 8,092
Medlcare drug subsidy ........... S — - 1,540 —
Other % i e ee e e ' (345) 3598 — 780
Benefitspaid ................ . (93,194)  (62,352) (24,745)  (23,148)
Benefits obligation at end of year ...... ST PRI 1,065,342 1,116,214 345,116 355,878
Change in plan assets '
Fair value of plan assets at beginning of year ....... . 1,273,227 974,045 — .-
Actual return on plan assets ................ o 190,440 81,494 C— —
Emplbyer contrbRtion ....... .. .. e 23,570 277,492 23,2b5 ' 23,148
Settlement .......oovvtiiii i e (288) — [ —
Medicare drug subsidy ........... e — S 1,540 L -
Oter .. e e e (454) 2,548 —_ -_—
Benefits paid . ......... e (93,194) (62,352) (24,745)  (23,148) . o
‘Falr value of pian assets at end of year FEREETERERRD 1,393,300, 1,273,227 —_ —_ = 8
Funded status at end of year ....... R feaaeeas $ 327959 157 013 $(345,116) (355 878) v g
Feo . —_— —_— p—i'4
Unrecognized transition asset . .. .................. 48 — 8 g
.. Unrecognized prior servicecost .. ...........7"7.."” 37,582 2,653y § g
= Unrecognized net actuarial loss ... .... LT L ST 314,071 T s _84,7Q4 o =
., Intangible asset ......... .o i e (1,447) 7 = % g
. ,'_ Accumulated other comprehensive loss—mmlmum r ) ) "_' b3 ‘g
' pension liability .................. .. ... ..... : } (5,395),’I' e — 3
Net amount recognized . ..............co0viinnns ~$.501.872 -+ .. . $(273.827)

The accumulated benefit obligation for all defined benefit pensiéﬁ plz;xlls was $1.0 billion as of
December 31; 2006 and $1.1 billion as of December 31, 2005,

We made total contributions of $23.6 million to the pension plans dunng 2006. In 2005 we contnbuted
$271.5 mllhon]to the plans primarily to improve the funded status. For 2007, there will be no minimum funding
requirements for the domestic plans and minimum funding requirements for the non-domestic plans will not be
material.
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Amounts recognized in the Consolidated Balance Sheets consisted of the following:
|

: , . . _ Pension Benefits Other Benefits
December 31, 2006 2005 2006 2005
In thousands of dollars ) ” L
Prepaid expenses and other ......... e . S $ 14867 § —_ $  —
Other assets ' .. .vunreei i, 401,199 552,402 — =
Accrued liabilities . . ... ..o (8,416) (8,872) (28,746) (26,992)
Other long-lerm liabilities .. ... PSR (64,824) (51,130)  (316,401) (246,835)
Total ..... e e e $327,959 $£507,267 $(345,147) $(273,827)
Amounts recogmzed in accumulated other comprehensive loss net of tax, consisted of the followmg
Pension Benefits Other Benefits
December 31, | . . 2006 2005 2006 2005
In thousands ol:'_ dollars ' o -
Actuarial nef loss ............ e $(104959) $ —  $(34,173) $—
Net prior service (costycredit . ..................... 611) — 1,771 —
Minimum pension liability ........................ - (3,360) — —
Total ... .. ... ... e $(105,570) $(3,360) $(32,402) $—

Plans with accumulated benefit obhganons in excess of plan assets were as follows:

December 3] L 2006 . 2005
In thousands olf dollars .o ‘ . .
Projected benefit obligation ........................... e $69,633 |, $187,911
Accumulated benefit obligation ... ... ... .. ... . i 61,542 149,840
Fair value ()f plan assets ....... e e e 15,275 91,140
o .
g_ w Components of Net Periodic Benefit Cost and Other Amounts Recognized in Other Comprehenswe Income
o D
(= Net penodlclbenefnt cost for our pension and other post-retirement plans consisted of the following:
© _g ' Pension Benefits Other Benefits
E '5 For the years ended December 31, 2006 - 2005 2004 2006 2005 2004
é 2 In thousands of dolla;rs ’ : '
© ‘g SEIVICE COSt!. .. veve e eeennnnn $ 55759 $49,065 $43,296 $ 5718 $ 5149 $ 4,898
8 - Interestcost;. ... 58,586 55,181 52,551 19,083 18,115 18,335
N Expected relum on plan assets ........ (106,066) (90,482) (76,438) — — —
Amornzauon of prior service cost : S
(credit) .,............. ..ol 3,981 4,380 4,245 192 (1,279 (1,507
Amortization of unrecognized transition
balance ... ... 59 - 392 139 — — =
Amortization of netloss .. ........... 12,128 10,611 9,812 3,705 2,639 2,554
Admmlstratwe eXpenses .. ........... 889 782 773 —_ — —
Net perlodlc benef tcost .o L 25336 29929 34378 28,698 24,624 24,280
Special termination benefits .......... 269 22,792 — — 1,910 —
Curtailmentl'loss ............. . 49 - 785 _ 113 7.874 —
Settlement l?ss .................... 28 — — —_ — —
Total amount ref‘lected inearnings ......... $ 25,682 $53506 334378 $28811 $34408 $24,280

i
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The Special Termination benefits charge and Curtailment Loss recorded during 2006 and 2005 were
primarily associated with the Voluntary- Workforce Reduction Programs, which we describe in more detail in
Note 3 Business Realignment Initiatives.

Other amounts recogmzed in other comprehensive income and net periodic benefit cost before tax for our
pension and other post-retirement plans consisted of the followmg

4

. Pension Benefits B Other Benefits
For the years ended December 31, 2006 2005 2004 2006 2005 2004
In thousands of dollars ' o ' ,
Actuarial netloss ......... e $175,148 $§ — $§ — $56955 3§ — & —
Prior service cost (credit) . . . . . .. . 1,018 © — U P17 — —_
Minimum pension liability ........ e —_ (5,395) (1,878 -— L —_ —
Total recognized in other cprﬁpfehensiye ’ . ) , L e
INCOME ..\ttt ennnns $176,166 $(5,395) $(1,878) $54004 $§ — § —
Total recognized in net pericdic benefit cost

and other comprehensive income . ...... $201,502 $24,534 $32,500 $82,702 $24,624 $24,280

The estimated amounts for the defined benefit pension plans and the post-reurement benefit plans that will
be amortized from accumulated other comprehensive income into net penodlc benefit cost over the neéxt fiscal
year are as follows (in thousands):

Post-Retirement

Pension Plans Benefit Plans
Amortization of net actuarial loss .......... s ; $2,385 $2,192
Amortization of prior service cost (credit) .. ..... .. .. e $2,227 $ (145)

|
|

Assumptions

Certain weighted- averagc assumptions used in computing the benefit obligations as of Dccember 31, 2006
were as follows:

Pension Benefits Other Benefits
' 2006 2005 2006 2005

DISCOUNE TALE . .. . .o\ e et e e e e e et e e eeees 857% 54% 57% 54%
Rate of increase in compensation levels ..........:...... e 4.8% 48% N/A® NA

For measurement purposes as of December 31, 2006, we assumed a9.0% annual rate of increase m the per
capita cost of covered health care benefits for 2007, -grading down to 5.25% by 2010. For measurement purposes
as of December 31, 2005, we assumed a 10.5% annual rate of increase in the per capita cost of covered health
care benefits for 2006, grading down to 5.25% by 2010, .
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THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS~(Continued)

Certain weighted-average assumptions used in computing net periodic benefit cost are as follows:
t ' : '

: ' Pension Benefits _ Other Benefits. .
For the years ended December 31, % _2_292 % w w m{
Discountrate ............... L .. e 54% 57% 60% 54% 57% 60% .
Expected long-term return on plan assets ............ 85% 85% 85% NA NA NA
Rate of compensatlon increase .............. ... .. 48% 48% 49% N/A NA NA

© We based the asset retumn assumption of 8.5% for 2006, 2005 and 2004 on current and expecled asset B
allocations, as well as historical and expected returns on the plan asset categories. The historical geomemc
average refurn 0vpr the 19 years prior to December 31, 2006, was approximately 9.9%.

Assumed health care cost trend rates have a significant effect on the amounts reported for the post-
retirement health care plans. A one-percentage pomt change in assumed health care cost trend rates wou!d have
the following cffects ‘

. One-Percentage
o - : . One-Percentage " Point
Impact of assumed health care cost trend rates Point Increase (Decrease)
In thousands of dollars
t L4 . ' .
Effect on total service and mterest cost components .............. $ 2,896 $ (1,892)
Effect on post—retlrement benefit obligation .................... 12,636 (10,600)

Plan Assets

The following table sets forth the actual asset allocation and weighted-average target asset allocation for our
U.S. and non-U.S. pension plan assets:

' .

;
+ i
o ' Percentage of Plan
% g o A;f?:fg:m Assets as of December 31, \
C O Asset Category 2007 2006 2005 1
T 2 EqUity SECUTIIES . ... ...\ ereesteee e eaensannss 50-85% - 7%  74%
g -5 Debtsecurities ....... ... i e 15-50 23 24
c : N
b g Q.ther}.l...! ........ T 0-5 2 2
0 Tot@l..\....... e e e 100% 100%
8 2 ' - ' i . . ' S =
N

‘. ! . v ' N "
Investment objectives for our domestic plan assets are: '
* To optimize the long-term return on plan assets at an acceptable level of risk;
b

* - To maintain a broad diversification across asset classes

«' To maintain careful control of the risk level within each asset class; and
R} .

» To focus on a long-term return objective,

Our Company complies with ERISA rules and regulations and we prohibit investments and investment
strategies not allowed by ERISA. We do not permit direct purchases of our Company’s securities or the use of
derivatives for the purpose of speculation. We invest the assets of non-domestic plans in compliance with laws
and regulations applicable to those plans.

Il
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Cash Flows

* Information about the expected cash flows for our penéion and other post-retirement benefit plans is as
follows: ‘

+ 1 fe e

Expected Benefit Paymen'ls

2007 2008 2009 2010 2011 2012-2016
(In thousands of dollars) ) -
Pension Benefits ........... $85,494 $64,043 359,706 $62,176 360,605  $475,058

Other Benefits ............. 28,740 28,762 27,880 28,143 . 28,265 130,055

13. EMPLOYEE STOCK OWNERSHIP TRUST _ . |

Qur Company’s employee stock ownership trust (“ESOP”) serves as the primary vehicle for employer
contributions to The Hershey Company 401(k) Plan (formerly known as The Hershey Company Employee
Savings Stock Investment and Ownership Plan) for participating domestic salaried and hourly employees. In
December 1991, we funded the ESOP by providing a 15-year, 7.75% loan of $47.9 million. The ESOP used the
proceeds of the loan to.purchase our Common Stock. During 2006 and 2005, the ESOP received a combination
of dividends on unallocated shares of our Common Stock and contributions from us. This equals the amount
required to meet principal and interest payments under the loan. Simultaneously, the ESOP altocated to .
participants 318,351 shares of our Common Stock each year. As of December 31, 2006 all shares had been
allocated. We consider all ESOP shares as outstanding for income per share computations.

3

The following table summarizes our ESOP expense and dividends: P et

For the years ended December 31, 2006 2005 2004

In millions of dollars )

Compensation (income) expense related toESOP ........................ $.3) %4 S
] g

Dividends paid on unallocated ESOP shares ............................. 3

*  We recognized net compensation expense equal to the shares allocated multiplied by the original cost of
$10.03 per share less dividends received by the ESOP on unaliocated shares.

+  We reflect dividends paid on all ESOP shares as a reduction to retained earnings.

14. CAPITAL STOCK AND NET INCOME PER SHARE

We had 1,055,000,000 authorized shares of capital stock as of December 31, 2006. Of this total,
900,000,000 shares were designated as Commoen Stock, 150,000,000 shares as Class B Common Stock (*“Class B
Steck™) and 5,000,000 shares as Preferred Stock. Each class has a par value of one dollar per share. As of
December 31, 2006, a combined total of 359,901,744 shares of both classes of common stock had been issued of
which 230,263,561 shares were outstanding. No shares of the Preferred Stock were issued or outstanding during
the three-year period ended December 31, 2006,

Holders of the Common Stock and the Class B Stock generally vote together withoui regard to class on
matters submitted to stockholders, including the election of directors. The holders of Common Stock have one
vote per share and the holders of Class B Stock have ten votes per share. However, the Common Stock holders,
voting separately as a class, are entitled to elect one-sixth of the Board of Directors. With‘respect to dividend
rights, the Common Stock holders are entitled to cash dividends 10% higher than those declared and paid on the
Class B Stock. ' '
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. THE HERSHEY COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

I

Class B Stock can be converted into Common Stock on a share-for-share basis at any time. During 2006,
2,400 shares of Class B Stock were converted into Common Stock. During 2005, 23,031 shares were converted.

Changes in outstanding Common Stock for the past three years were as follows:

For the years ended December 31, - : 2006 2005 2004
L 359,901,744 359,901,744 359,901,744
Treasury shares at beginning of-year ............ (119,377,690) (113,313,827) (100,842,278)

Stock repurchases:
Repurchdse programs and prwalely negotiated

transSactions . .............c.oeeueuneein.. (10,601,482) (4,153,228)  (13,914,089)
Stock options and benefits ................ (1,096,155) (4,859,403) (1,898,411)
Stock i 1ssuances : .
Stock opuon:, andbenefits ................ 1,437,144 2,948,768 3,340,951
Treasury shares at end of year e Ceeeia (129,638,183) (119,377,690) (113,313,827
Net shares ojulstanding atendofyear ............ 230,263,561 240,524,054 246,587,917

Basic and Diluted Earnings Per Share were computed based on the weighted-average number of shares of .
the Common Stock and the Class B Stock outstandmg as follows: o

For the years ended December 31, 2006 2005 2004
In thousands fxcepi per share amounts
NELINCOME. . .. vttt et ettt e $559,061 3488,547  $574,637
Weighted-a:verage shares—-Basic
Common Stock . ... 174,722 183,747 193,037
ClassBStock ...l 60,817 60,821 60,844
Total weighted-average shares—Basic .................... 235,539 244,568 253,881
Effect of dilutive securities: _
Employee stock options .."........................ . 2,784 3,336 2,809
Performance and restricted stock units . ............... 748 388 244
Weighted-average shares—Diluted ................. .. ... 239,071 248,292 256,934
! 1
Earnings Pér Share—Basic
CommonStock ........ ... ... . i it $ 244 $ 205 $§ 23
Class B StocK .....0...ouiiiieiii $ 219 $ 18 $ 2l
Earnings Pér Share—Diluted ............................ $ 23 $ 197 § 224

For the year ended December 31, 2006, 3.7 million stock options were not included in the diluted earnings
per share calculation because the exercise price was higher than the average market price of the Common Stock
for the year. Therefore, the effect would have been antidilutive. In 2005, 2.0 million stock options were not
included, and in2004, .1 million stock options were not included in the diluted earnings per share calculation
because the effect would have been antidilutive. _ .

|
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

t th . I' i oo
None:t +,

Item 9A. CONTROLS AND PROCEDURES o

As required by Rule 13a-15 under the Securities Exchange Act of 1934 (the “Exchange Act”), the Company
conducted an evaluation of the effectiveness of the design and operation.of the Company’s disclosure controls
and procedures as of December 31, 2006. This evaluation was carried out under the supervision and with the |
participation of the Company’s management, including the Company’s Chief Executive Officer and Chief
Financial Officer.'Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded
that the Company’s disclosure controls and procedures are effective. There has been no change during the most
recent fiscal quarter in the Company’s internal control over.financial reporting identified in connection with the
evaluation that has materially affected, or.is likely to materially affect, the Company s internal control over
financial reporting. o opa ot . . :

P

Disclosure controls and procedures are controls and other procedures that are designed to ensure that
information required to be discloséd.in the Company’s reports filed or submitted under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed in the Company’s reports filed under the
Exchange Act is accumulated and communicated to management, including the'Company’s Chlcf Executive
Officer and Chief Financial Ofﬁcer as appropnate to allow timely decisions regarding required disclosure.

The Company’s ‘Common Stock is listed on the New York Stock Exchange (“NYSE") under the ticker
symbol “HSY.” On May 11, 2006, thie Company’s Chief Executive Officer, Richard H. Lenny, certified to the
NYSE pursuant to Rule 303A.12(a) that, as of the date of that certification, he was not aware of any violation by
the Company of the NYSE's Corporate Governance listing standards.
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MANAGEMENT REPORT ON.INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of The Hershey Company is responsible for establishing and ma.mtammg adequate 1ntemal
control over financial reporting, as such term is defined in Exchange Act Rule 13a-15(f). The Company’s-internal
control system was designed to provide reasonable assurance to the Comnpany's management and Board of
Directors regafrding the preparation and fair presentation of published financial statements. .

All intem[al control'systems, no matter. how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provnde only reasonable assurance with respect to financial statement

I
preparation and presentaﬂon S iy

u . o o R ! b

The Company s management, including the Company’s'Chief Executlve Officer and Chief Financial -
Officer, assessed the effectiveness of the Company’s internal control over financial reporting as of December 31,
2006.In making this assessment, the Company’s management used the criteria set forth by the Committee of .
Sponsoring Or'ganiialions of the Treadway Commission (COSQ) ini Internal Control—Integrated Framework.
Based on this assessment management believes that, as of December 31, 2006, the Company’s internal control
over financial repomng was effective based on those criteria.

fr oy o . ' . ~.

KPMG LLP an 1ndependent registered public accountmg ﬁrm has issued an audit report on management’s

assessment of the Company’s internal control over ﬁnanmal reporting. This report appears on page 95

oo . « .« David J. West 1

Richard H. Lenny )
Chief Executive Officer Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
The Hershey Company:

We have audited management’s assessment, included in the accompanying Management Report on Internal
Contro} Over Financial Reporting, that The Hershey Company and subsidiaries (the “Company”) maintained
effective internal controt over financial reporting as of December 31, 2006, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO). The Company’s management is responsible for maintaining effective internal control over
financial reporting and for its assessment of the effectiveness of internal control over financial reporting, Our
responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). These standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporting was maintained in all material respects. Our
audit included obtaining an understanding of internal controi over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate. :

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects based on criteria established
in Internal Control-Integrated Framework issued by COSO. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2006, based on criteria
established in Internal Control-Integrated Framework issued by COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2005, and the
related consolidated statements of income, cash flows and stockholders’ equity for each of the years in the three-
year period ended December 31, 2006, and our report dated February 22, 2007 expressed an unqualified opinion

on those consolidated financial statements. :

New York, New York
February 22, 2007
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Item 9B. OTHER INFORMATION
None.
{
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PARTII . . Jeo

L) . : . 4

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE '

i

The names, ages, positions held with our Company, periods of service as a director, prmc1pa1 occupauons
business experience and other directorships of nominees for director of our Company are set forth in the Proxy

Statement in the section entitled “Information About Proposal No. 1—Election of Dlrectors

following the

question “Who are the nominees?,” which information is incorporated herein by reference.

. [
o

Our Executive Officers as of February 20, 2007

Name i E
Richard H. Lenny ...~..... 55
Marcella K. Arline ........ 54

I b

Christopher J. Baldwin® .. . .44

i

John P. Bilbrey

Thomas K. Hernquist® ... .48

Gregg A. Tanner™® . ... ... 50
David J. West®)

George F. Davis .......... 58
David W, Tacka ..........53

'
T

Positions Held During the Last Five Years

Chairman of the Board, President and Chief Executive Officer (January 2002)
Senior Vice President, Chief People Officer (June 2004); Senior Vice

- President, Human Resources and Corporate Affairs (December 2002); Senior

Vice President, Human Resources (June 2002); Vice President, Human
Resources (June 2001)
Senior Vice President, President North American Commercial Group

. ~(October-2006); Senior Vice President, President U.S. Commercial Group

(November 2005); Senior Vice President, Global Chief Customer Officer
(October 2004)

Senior Vice President, President International Commercial Group (November
2005); Senior Vice President, President Hershey International {November
2003)

Senior Vice President, Global Chief Growth Officer (November 2005}; Senior
Vice President, President U.S. Confectionery (February 2005); Senior Vice
President, Chief Marketing Officer (April 2003)

" Senior Vice President, General Counsel and Secretary (November 2003);

Géneral Counsél, Secretary, and Senior-Vice President, International
{December 2002); Senior Vice Pre51dent—Pub11c Affairs, General Counsel
and Secretary (January 2002) 1

Senior Vice President, Global Operations (July 2006)

. .Executive Vice President, Chief Operating.Officer (January 2007); Senior

Vice President, Chief Financial Officer (January 2005); Senior Vice
President, Chief Customer Officer (June 2004); Senior Vice Pre51dem Sales

'(December 2002); Senior Vice President, Business Planning and '

Development (June 2002); Vlce President, Busmess Planmng and
Development (May 2001} -

Vice President, Chief Information Officer (December 2000)

Vice President, Chief Accounting Officer (February 2004); Vice President,

_ Cmporate Comroller and Chlef Accounting Officer (April 2000)

There are no family relationships among any of the above-named officers of our Company.

(1) Mr. Baldwin was elected Senior Vice President, Global Chief Customer Officer effective October 25, 2004.
Prior to joining our Company he was National Vice President, Field Sales and Loglsucs Kraft Foods, Inc.
(January 2004); National Vice President Sales and Logistics, Direct Store Delivery—-Kraft Foods (January
2003); Vice President, Sales and Integrated Logistics, Nabisco Biscuit (January 2002). = -

)

Mr. Bilbrey was elecied Senior Vice President, President Hershey International effective November 5, 2003.

Prior to joining our Company he was Executive Vice President; Sales—Mission Foods (May 2003);
: . President and Chief Executive Qfficer—Danone Waters of North America, Inc., a division of Groupe

Danone, Paris (June 2001).
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3) Mr Hemq'uisi was elected Senior Vice President, Chief Marketing Officer effective April 28, 2003. Prior to
Jommg our Company he was Senior Vice President, Marketing—Jim Beam Brands, Fortune Brands
(January 2002) :

(4) Mr. Tanner was elected Senior Vice President, Global Operations effective July 17, 2006, Prior to joining
our Company, Mr. Tanner was a private investor (July 2005); Senior Vice President of Supply Chain,
Conagra Foods—Retail Products Company (June 2002); Executive Vice President of Operatlons Conagra
Foods——Grocery Producers Group (September 2001).

(5) Mr. West was elected Executive Vice President, Chief Operating Officer effective January 24, 2007. He will
continue t? hold the position of Chief Financial Officer until his successor to that position is elected.

Our Executive Officers are generally elected each year at theé organization meeting of the Board in April.

Information regarding the identification of the Audit Committee as a separately-designated standing
committee of the Board and information regarding the status of one or more members of the Audit Committee
being an “‘audit committee financial expert” is set forth in the Proxy Statement in the section entitled
“Governance of the Company,” following the question “What are the committees of the Board and what are their
functions?,” which information is incorporated herein by reference.

Reporting of any inadvertent late filings under Section 16(a) of the Securities Exchange Act of 1934, as
amended, is set forth in the section of the Proxy Statement entitled “Section 16(a) Beneficial Ownership
Reporting Compliance.” This information is incorporated herein by reference.

1
- Information regarding our Code of Ethical Business Conduct applicable to our directors, officers and
employees is set forth in Part 1 of this Annual Report on Form 10-K, under the heading “Available Information.”

Item 11. EXECUTIVE COMPENSATION '

Information regarding compensatnon of each of the named executive officers, including our Chief Executive
Officer, and the Compensation Committee Report are set forth in the section of the Proxy Statement entitled
“Executive Compensation,” which information is incorporated herein by reference. Information regarding
compensation of.our directors is set forth in the section of the Proxy Statement entitled “Directors’
Compensation,”;which information is incorporated herein by reference.

!
'

Item 12. SECURI TY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELA TED STOCKHOLDER MATTERS

(a) Informanon concemmg ownership of our voting securities by certain beneficial owners, individual

“nominees for director, the named executive officers, including our Chief Executive Officer and executive officers

as a group, is set forth in the section entitled “Ownership of the Company’s Securities” in the Proxy Statement,
which informati(?n is incorporated herein by reference.

(b) Information about the Company’s Common Stock that may be issued under equity compensation plans
as.of December 31, 2006 is set forth in the Proxy Statement in the section entitled “Proposal No. 3 Approval of
the Equity and Incentive Compensation Plan,” which information is incorporated herein by reference.

Item 13. CERTAIN RELA TIONSHIPS AND RELATED TRANSACTIONS, AND DIREC TOR
INDEPENDENC’E

Informauon regarding transactions with related persons is set forth in the section of the Proxy Statement
entitled “Certain Transactions and Relationships” and information regarding director independence is set forth in
the section of the' Proxy Statement entitled “Governance of the Company” following the question, “Which
directors are indépendent, and how does the Board make that determination?,” which information is incorporated
herein by reference.

P
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Item 14, PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information regarding “Principal Accountant Fees and Services,” including the policy regarding
pre-approval of audit and non-audit services pérformed by our Company’s independent auditors, is set forth in
the section entitled “Information About our Independent Auditors” in the Proxy Statement, which information is

incorporated herein by reference. N o
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! ‘ PARTIV ..

Item 15. EXH]BITS AND FINANCIAL STA TEMENT SCHEDULES
Item lS(a)(l);'Financial Statements D il

The audit'[ej:d consolidated financial statements of the Company and its subsidiaries and the Report of the '™
Independent Registered Public Accounting Firm thereon, as required to be filed with this report, are set forth
under Item 8 of this report.

|
Item 15(:11)(2):I Financial Statement Schedule

The following consolidated financial statement schedule of the Company and its subsidiaries for the years
ended December 31, 2006, 2005 and 2004 is filed herewith on the indicated page in response to Item 15(c):

Schedule Il—Valuation and Qualifying Accounts (Page 106)
!

Other schedules have been omitted as not applicable or required, or because information required is shown
in the consolidéted financial statements or notes thereto.

Financial statements of the parent company only are omitted because the Company is primarily an operating
company and there are no significant restricted net assets of consolidated and unconsolidated subsidiaries.

Item 15(a)(3): ;Exhibits

The following i:lems are attached or incorporated by reference in response to Item 15(c):

Articles of Incémoration and By-laws

3.1 The Company’s Restated Certificate of Incorporation, as amended, is incorporated by reference from
Exhibit 3 to the Company’s Quarterly Report on Form 10-Q for the quarter ended April 3, 2005. The
By-laws, as amended and restated as of August 16, 2003, are incorporated by reference from Exhibit 3.1
to the Company’s Quarterly Report on Form 10-Q for the quarter ended October 2, 2005.

Instruments defining the rights of security holders, including indentures

4.1 Stoc_kh(;lder Protection Rights Agreement between the Company and Mellon [nvestor Services LLC, as
Rights Agent, dated December 14, 2000, is incorporated by reference from Exhibit 4.1 to the Company’
Annual Report on Form 10-K for the fiscal year ended December 31, 2000.

w

4.2 The Company has issued certain long-term debt instruments, no one class of which creates indebtedness
exceeding 10% of the total assets of the Company and its subsidiaries on a consolidated basis. These
classes consist of the following:

1) 6.95% Notes due 2007

2) 5.30|0% Notes due 2011

3 6.95% Notes due 2012

4) 4.850% Notes due 2015

5) 5.450% Nates due 2016

6) 8.8‘%; Debentures due 2021

7) 7.2% Debentures due 2027

8) Obliigations Associated with Consolidation of Lease Arrangements

9) Othelr Obligations

!
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The Company w1ll furnish coples of thc above debt mstrumems to the Commlssmn upon request

L

Material contracts -

101 7

102

10.3

10.4

10.5

10.6

10.7

i+ Global Markets, Inc. and Banc of America Securities LLC, as joint lead airangers and joint book

- Form 8-K, filed December 11, 2006. . - . . '

' “Shortiterm Credit Agreement dated as of Septémber 23, 2005 among the Company ‘and the banks,

*

e L

‘Kit Kat and Rolo License Agrecment (the “License Agreement™) between the Company and Rowntree

Mackintosh Confectionery Limited is incorporated by reference from Exhibit 10(a) to the Company’s
Annual Report on Form 10-K for the fiscal year ended December 31, 1980. The License Agreement
was amended in 1988 and the Amendment Agreement is incorporated by reference from Exhibit 19 to
the Company’s Quarterly Report on Form 10-Q for the quarter ended July 3, 1988. The License
Agreement was assigned by Rowntree Mackintosh Confectionery Limited to Societe des Produits
Nestle SA as of January 1, 1990. The Assignment Agreement is 1ncorporated by reference from
Exhibit 19 to the Company 5 Annual Repon on Form 10-K for the ﬁscal year ended December 31,
1990. e

Peter Paul/York Domestic Trademark & Technology License Agreement between the Company and
Cadbury S¢hweppes Inc, (now Cadbuiy Beverages Delaware, Inc. ) dated August 25, 1988, is
incorporated by reference from Exhibit 2(a) to the Company’s Current Report on Form 8-K dated
September 8, 1988. This agreement was assigned by the Company to its wholly-owned subsidiary,
Hershey Chocolate & Confectlonery Corporatlon

V -

Cadbury Trademark & Techno]ogy Ltcense Agreement between the Company and Cadbury Limited
dated August 25, 1988, is incorporated by reference from Exhibit 2(a) to the Company’s Current Report

- on Form 8-K dated September 8, 1988. This agreement was assigned by the Company to lts wholly-

owned subsidiary,  Hershey Chocolate & Confectionery Corporatton

Trademark and Technology License Agreement between Huhtamaki and the Company dated

December 30, 1996, is incorporated by. reference from Exhibit 10 to the Company’s Current Report on
Form 8-K dated February. 26, 1997. This, agreement was asmgned by the Company to its wholly-owned
subsidiary, Hershey Chocolate & Confecuonery Corporatton The agreement was amended and restated
in 1999 and the Amended and Restated Tradémark and Techno]ogy License Agreement is mcorporated
by reférence from Exhibit 10. 3 to the Company’s Annual Report on Form 10-K for the ﬁscal year ended
December 31, 1999,

Five Year Credit Agreement dated as of December 8, 2006 among the Company and the banks,
financial institutions and other institutional lenders listed on the respective 51gnature pages thereof
(*'Lenders™), Citibank, N.A., as administrative agent for the Lenders (as defined therem) Bank of
America; N.A., as syndication agent, UBS Loan Finance LLC, as documentation agent, and Citigroup '

managers is incorporated by reference from Exhibit 10.1 to the Company's Current Report on

financial institutions and other institutional lenders listed on the respective signature pages thereof
(“Lenders™}, Citibank, N.A., as'administrative agent for the Lenders (as defined therein), Bank of
America, N A, as Syndication Agent} UBS Loan Finance LLC, as Documentation Agént, and Citigroup
Global Markets Inc. and Banc of America Securities L1.C, as Joint Lead Arrangers and Joint Book

.. Managers is incorporated by reference from Exhibit.10.1 to the Company’s Current Report on

Form 8- K filed September 28, 2005.

Short-Term Credit Agreement, dated March 13, 2006, among the Company and the banks, financial
institutions and other institutional lenders listed on the respective signature pages thereof (“Lenders™},
Citibank, N.A., as administrative agent for the Lenders, Bank of America, N.A., as syndication agent,
UBS Loan Finance LLC, as documentation agent, and Citigroup Global Markets Inc. and Banc of
Amenca Securities LLC, as joint lead arrangers and joint book managers, is incorporated by reference

‘from Exhibit 10.1 to the Cornpany s Current Report on Form 8K, filed March 15, 2006

10t
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10.8

10.9

10.10

10.11

'
i
f

Lett_er Amendment to Short Term Credit Agreement, dated September 14, 2006, among the Company
and, the banks, financial institutions and other institutional lenders listed on the respective signature
pages thereof (“Lenders™), and Citibank, N.A., as agent for the Lenders, is incorporated by reference
from Exhibit 10.1 to the Company’s Current Report on Form 8 K, filed September 15, 2006

Agreement dated December 12, 2005 between the Company and Hershey Trust Company, as Trustee
for the benefit of Milton Hershey School, is incorporated by reference from Exhlblt 10.1 to the
Company ] Current Report on: Form 8-K, filed December 12, 2005. - ,

Agreement dated J.muary 27, 2006, between the Company and Hershey Trust Company, as Trustee for
the benefit of Milton Hershey School, is incorporated by reference from Exhibit 10.1 to the
Company s Current Report on Form 8-K filed January 27, 2006.

. .,Agreement dated July 26, 2006, between the Company. and Hershey Trust Company, as Trustee for the

be.neﬁt of Milton Hershey School, is incorporated by reference from Exhibit 10.1 to the Company’s

~ Current Report on Form 8-K filed July 28, 2006.

Executive Cornpensaﬂon Plans and Management Contracts

10.12

10.13

10.14°

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

The Company’s Amended and Restated Key Emp]oyee Incentive Plan is incorporated by reference
from Exhibit 10.] to the Company’s Quarterly Report on Form 10-(} for the quarter ended
September 29, 2002. »

Terms and Conditions of Nonqualified Stock Option Grants under the Key Employee Incentive Plan is
incorporated by reference from Exhibit 10.1 to the Company s Current Report on Form 8-K filed
February 18, 2005.

" The Long-Term Incentive Program Participation Agreement is incorporated by reference from Exhibit

10. 2{to the Company’s Current Report on Form 8-K filed February 18, 2003.
The Company s Amended and Restated (2007) Supplemental Executive Retirement Plan is

. mcorporated by reference from Exhibit 10.1 to the Company’s Current Report on Form 8-K filed

October 10, 2006.

The Company s Deferred Compensation Plan (Amended and Restated as of January 1, 2007) is
mcorporated by reference from Exhlbrt 10.2 to the Company s Current Report on Form 8-K filed
October 10, 2006. ‘

. First Amendment to the Hershey Foods Corporation £ Amended and Restated (2003) Supplemental

Executive Retirement Plan is incorporated by reference from Exhibit 10.5 to the Company’s Current
Report on Form 8-K, filed July 21, 2005.

The Company's Amended and Restated Directors’ Compensation Plan is incorporated by reference
from Exhibit 10.2 to the Company’s Annual Report on Form 10-K for the year ended December 31,
2002 o

The Companv s Executtvc Benefits Protection Plan {Group 3A) Amended and Restated as of
December 29, 2006, covering certain of its executive officers, is incorporated by reference from
Exhibit 10.1 to the Company’s Current Report on Form 8:K filed January 3, 2007.

f. . .
The Executive Employment Agreement bétween the Company and Richard H. Lenny, datéd March 12,
2001, is incorporated by reference from Exhibit 10.2 to the Company’s Quarterly Report on
Form 10-Q) for the quarter ended April 1, 2001, :

‘ Amendment to Executive Employment Agreement between the Company and Richard H. Lenny,

effectwe as of October 3, 2006, is incorporated by reference from Exhibit 10.3 to the Company's
Current Report on Form 8-K, filed October 10, 2006.

The Company s 2005 Early Retirement Plan for E-Grade Employees is incorporated by reference from
Exhlblt 10.1 to the Company’s Current Report on Form 8-K, filed July 21, 2005.

P‘
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10.23

10.24

10.25

10.26

10.27

The Company’s 2005 Early Retirement Plan for E-Grade Employees Separation Agreement and
General Release is incorporated by reference from Exhibit 10.2 to the Company’s Current Report on
Form 8-K, filed July 21, 2005. :

The Company’s 2005 Enhanced Mutual Separatlon Plan for E-Grade Employees is incorporated by
reference from Exhibit 10.3 to the Company’s Current Report on Form 8-K, filed July 21, 2005.

The Company’s 2005 Enhanced Mutual Separation Plan for E-Grade Employees Separation
Agreement and General Release is incorporated by reference from Exhibit 10.4 to the Company’s
Current Report on Form 8-K, filed July 21, 2005.

A summary of changes to non-employee director compensation for 2007 is attached hereto and filed
as Exhibit 10.1.

A summary of certain compensation matters previously contained in the Company’s Current Report

on Form 8-K filed February 13, 2007, is attached hereto and filed as Exhibit 10.2.

Broad Based Equity Compensation Plans

10.28.  The Company’s Broad Based Stock Option Plan, as amended, is incorporated by reference from
Exhibit 10.4 to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31,
2002.

Other Exhibits

12 Computation of ratio of earnings to fixed charges statement
A computation of ratio of earnings to fixed charges for the fiscal years ended December 31; 2006,
2005, 2004, 2003, and 2002 is attached hereto and filed as Exhibit 12.

21 Subsidiaries of the Registrant ]
‘A list setting forth subsidiaries of the Company is attached hereto and filed as’Exhibit 21. -

23 Independent Auditors’ Consent
The consent dated February 23, 2007 to the incorporation of reports of the Company s Independent
Auditors is attached hereto and filed as Exhibit 23. . )

31.1 Certification of Richard H. Lenny, Chief Executive Officer, pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002, is attached hereto and filed as Exhibit 31.1.

31.2 Certification of David J. West, Chief Financial Officer, pursuant to Section 302 of the Sarbanes-

R Oxley Act of 2002, is attached hereto and filed as Exhibit 31.2.
32.1* Certification of Richard H. Lenny, Chief Executive Officer, and Davnd J. West, Chief F1nanc1al

Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 is attached hereto and furnished
as Exhibit 32. _ ‘ Lo ,

-+

* Pursuant to Securities and Exchange Commission Release No. 33-8212, this certification will be treated as
“accompanying” this Annual Report on Form 10-K and not “filed” as part of such report for purposes of
Section 18 of the Exchange Act, or otherwise subject to the liability of Section 18 of the Exchange ‘Act, and
this certification will not be deemed to be incorporated by reference into ziny filing under the Securities Act of
1933, as amended, or the Exchange Act, except to the extem that the Company specnfically mcorporales it by
reference. -
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‘ , . SIGNATURES

. Pursuant to thie requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, this
23rd day of February, 2007. . '

THE HERSHEY COMPANY
- {Registrant)

By: -~ /s/ DaviDJ. WEST

David J. West

! e ‘ Executive Vice President, Chief Operating Officer

1, .
Lo B
I

Pursuant to the reqmremente of the Securities Exchange Act of 1934, this report has been signed below by
the following’ persons on behalf of the Company and in the capacmes and on the date mdlcated

| Slgnature Title " Date

, ' ).

/s/_RicHARD'H. LENNY - Chief Executive Officer and Director February 23, 2007

! " (Richard H. Lenny) !
!

/s/ DaviDJ. WEST Chief Financial Officer February 23, 2pO7
: (David J. West)

/s/ _DAVID W.TACKA . Chief Accounting Officer February 23, 2007
'(David W. Tacka) ‘ '

/st JoN A, Boscia Director February 23, 2007
. (Jon A. Boscla) C )

/s/ _ROBERT H. CAMPBELL - Director e February 23, 2007
(Robert H. Camphell) } . .

/s/ _ROBERTF. CAVANAUGH ____ Director C ' February 23, 2007
(R:ohert F. Cavanaugh)
{ ' ' . P t
/s/ GARY P. COUGHLAN ' 'Director =~ S Febiuary 23, 2007
fGnry P. Coughlan) - l st ‘ S ) - . N '
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/s/__HARRIET EDELMAN Director February 23, 2007

‘ . ‘(Hurrict Edelman)
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/$/ BONMIEG.HWL . Director | " February 23,2007
~, BomieG.HI) ‘ . o

. * b R | N i '- .
/s/ ALFRED F. KELLY, JR. Director February 23,,2007
(IAIfred F. Kelly, Jr.}

/s/ MACKEY J. MCDONALD Director February 23, 2007
(Mackey J. McDonuld) '
/s!  MARIE J. TOULANTIS Director February 23, 2007
(Marie J. Toulantis) .
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T REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
The Hershey Company: ) : -

Under date of February 22, 2007, we reported on the consolidated balance sheets'of The Hershey Company
and subsidiaries as of December 31, 2006 and 2003, and the related consolidated statements of income, cash
flows and stockholders’ equity for each of the years in the three-year period ended December 31, 2006, which are
included in The Hershey Company’s Annual Report on Form 10-K. In connection with our audits of the
aforementioned consolidated financial statements, we.also audited the related financial statement schedule.’ This
financial statement schedule is the responsibility of the Company’s management. Our responsibility is to express
an opinion on this financial statement schedule based on our audit. ‘

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 1 to the consolidated financial statements, the Company adopted Statemient of
Financial Accounting Standards No. 158, Employers’ Accounting for Deﬁned Benefit Pensions and Other

'Posrrenremenr Plans, at December 31, 2006.

/s/ KPMG LLP

Ne\_&' ‘York, New York
February 22, 2007
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Schedule 11
THE HERSHEY COMPANY AND SUBSIDIARIES

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended December 31, 2006, 2005 and 2004

C S " Additions
b - ' Balance at Charpedto  Charged  Deductions Balance
- . . Beginning  Costs and to Other from at End
Description f ‘ . . of Period Expenses  Accounts(a})  Reserves of Period
In thousands of d(l?]lars ' "
Year Ended December 31, 2006: '
Reserves deducted in the consolidated balance
sheet from the assets to which they apply .
Accounts Receivable—Trade ................ $19433 § 2,669 § — $ (3,437) 518,665
Year Ended December 31, 2005: . . ) .

Reserves deducted in the consolidated balancé
sheet from the assels to which they apply ‘ :
Accounts Receivable—Trade ................ $17,581  $13,342 S 676 $(12,166) 519,433

Year Ended December 31, 2004:
Reserves deducted in the consolidated balance
sheet from the assets to which they apply
Accourits Receivable—Trade ................ $21,099 5 1,844 $2930 $ (B292) $17,581

]
r

(a) Includes récoveries of amounts previously written off and amounts related to acquired businesses.
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CERTIFICATION

I, Richard H. Lenny, certify that:

I have reviewed this Annual Report on Form,10-K of The Hershey Company; . :

A

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a materlal fact necessary to make the statements made, in light ‘of the circumstances under which such
statements were made, not mrsleadmg with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the ﬁnan(:lal condltlon resu]ts of operatrons and cash flows of the.
registrant as of, and for, the periods presented i in thrs report

. ' v
i '

The regrstrant s other certifying officer and 1 are responsible for establishing and maintaining dlsclosure
controls and procedures (as defined in Exchan_ge Act'Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exch'ang'e Act Rules 15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registraﬁt
including its consolidated subsidiaries, is made known to us by others w1th1n those entities, partrcularly
during the period in which this report-is bemg prepared

-

(b) Designed such internal control over financial reportmg, or caused such internal control over financial
reporting to be designed undér our supeivision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financiat statements for external purposes in
accordance with generally accepted accountmg principles; SR

Lh

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presenled in this
report our conclusions about the effectiveness of the disclosure controls and procedures as of the end
‘of the period covered by this report based on such evaluation; and

3

(d) Disclosed in this report any change in 1 the registrant’s mtemal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably
likely to materially affect, the registrant’s internal control over. financial reporting; and - .

. . . . . . ‘ ’ P - A . ' st < +
The registrant’s other certifying officer and [ have disclosed, based on our most recent evaluation of internal
control over financial reportmg, 1o the reglstrant s auditors and the audit committee of the registrant’s board
of directors: . i L P . : .

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
. financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and . . - -

! o S . . R -
(b) Any fraud, whether or not material, that involvés management or other employees who have a
significant role in the registrant’s internal control over financial reporting,

-4

sz

Richard H. Lenny e
Chief Executive Officer T
February 23, 2007
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CERTIFICATION

I, David J. West, certify that:
1. Thave reviewed this Annual Report on Form'10-K of The Hershey Company; ‘ -t

2. Based.on' my knowledge, this report does not contain any untrue staternent of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under Wthh such
statements were made, not misleading with'respect to thé period covered by this report;

3. Based on my knowledge, the financial statemcnts, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
| registrant as of, and for, the periods presented in this report;

4. Tlle rcgistrant’s other certifying officer and I are respousible"f‘or‘establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 15(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedures, of caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be desi gned under our supervision, to provide reasonable assurance regarding the
rehabtllty of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accoummg principles;

.
[

(c) Evaluated the effecuveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

(d) Dtsclosed in this report any change in the rcglstrant s internal contro] over financial reporting that
occurred during the registrant’s-most recent fiscal quarter that has materially affected, or is reasonably
l1kely 10 matenally affect the reglstrant s internal control over ﬁnancnal reporting; and

5. The regtstrant s other cemfymg officer and I have disclosed, based on our most recent evaluatxon of mtemal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors:

(a) Al significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely afféct the registrant’s ability to record,
process, sumrnarize and report financial information; and |

to Stockholders
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(b) Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

\

o

David J. West .
Chief Financial Officer N Lo
! February 23, 2007 "
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SUMMARY ANNUAL REPORT

Please refer to the Summary Annual Report enclosed with this publication for more information
about the Company and its directors and executive officers. The Annual Report to Stockholders
and Summary Annual Report are not part of the Company’s soliciting material.
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